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TO THE SHAREHOLDERS

Power Carporatiaon of Canada’s operating earnings for the three-month period ended March 31, 2007 were $363 million ot
50.78 per share, compared with $254 million or $0.54 per share in the corresponding period of 2006. This represents a 44%
increase on a per share basis.

Growth in operating earnings in 2007 reflects a strong growth in the contribution from Power Financial, as well as a high
level of income from investments, mainly generated by the Corporation’s investment in the Sagard 1 Fund in Europe and the
Corporation’s QFIl operations in China.

Other income was nit in the first quarter of 2007, as in the first quarter of 2006,
As a result, net earnings for the period were 4363 million or $078 per share, compared with $254 million or $0.54 per share in

the first quarter of 2006,

RESULTS OF POWER FINANCIAL CORPORATION
Power Financial Corporation’s aperating earnings for the three-maonth period ended March 31, 2007 were $482 million or
$0.66 per share, compared with $408 million or $0.56 per shate in the corresponding period in 2006. This represents an 18.4%
increase on a per share basis.

Growth in operating earnings reflects primarily growth in the contribution from Power Financial’s subsidiaries and affiliate.

Other income was nil in the first quarters of 2007 and 2006, and therefore net earnings, including other income, for the three-
month period ended March 31, 2007 were $482 million or 5066 per share, compared with $408 million or $0.56 per share in
the first quarter of 2006,

On behalf of the Board of Directors,

Paul Desmarais, Jr, O.C. André Desmarais, 0.C.
Chairman and Co-Chief Executive Officer President and Co-Chief Executive Officer
May 10, 2007
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The trademarks contained in this report are owned by Power Corporation of Canada, or a member of
the Power Corporation group of companies. Trademarks that are not owned by Power Corporation
are used with permission.
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POWER CORPORATION OF CANADA

MANAGEMENT'S DISCUSSION AND ANALYSIS OF OPERATING RESULTS
ALL TABULAR AMOUNTS ARE IN MILLIONS OF CANADIAN DOLLARS UNLESS OTHERWISE NOTED.

MAY 10, 2007

The following sets forth management’s discussion and analysis (the MD&A} of the interim consolidated financial position and resutts of operations
of Pawer Corporation of Canada (Power Corporation or the Corporation) for the three-month period ended March 31, 2007 (the interim MDBA).
This document should be read in conjunction with the unaudited interim consolidated financial statements of Power Corporation and notes thereto
for the three-month period ended March 31, 2007, managernent's discussion and analysis of operating results for the year ended December 31, 2006
{the 2006 MD&A), and the consolidated financial statements and notes thereto for the year ended December 31, 2006 (the 2006 Consolidated
Financial Statements), Additicnal information relating to Power Corporation, including the Annual Information Form, may be found on SEDAR
at www.sedar.com.

FORWARD-LOOKING STATEMENTS » Certain statements in this MD&A, other than statements of historical fact, are forward-fooking statements based on certain
assumptions and reflect the Corporation’s, its subsidiaries’ or affiliates’ current expectations. These statements may include, without limitation, statements regarding the
operations, business, financial condition, priorities, ongaoing objectives, sirategles and outlook of Power Corporation, its subsidiaries or affiiates for the current fiscal year
and subsequent periods. Forward-looking statements include statements that are predictive in nature, depend upon or refer to future events or conditions, or include
words such as "expects”, "anticipates”, “plans”, “believes”, "estimates’, intends’, “targets”, “‘projects’, “forecasts’ or negative versions thereof and other similar expressions,
of future or conditional verbs such as *may”, “will", “should”, “would® and “could”.

This information is based upon certain material factors or assumptions that were applied in drawing a conclusion or making a forecast or projection as reflected in the
forward-looking statemnents, Including the perception of historical trends, current conditions and expected future developments, as well as other factors that are believed
to be appropriate in the circumstances,

By its nature, this Information is subject to inherent risks and uncertainties that may be general or specific. A variety of material factors, many of which are beyond the
Corporation’s, its subsidiaries’ and affiliates’ control, affect the cperations, performance and results of the Corporation, its subsidiaries and affiliates, and their businesses,
and coutd cause actual results to differ materially from current expectations of estimated or anticipated events or results, These factors include, but are not limited to:
the impact or unanticipated impact of general economic, political and market factors in North America and internationally, interest and foreign exchange rates, global
equity and capital markets, management of market liquidity and funding risks, changes in accounting policies and methods used to report financial condition, including
uncertainties associated with critical accounting assumptions and estimates, the effect of applying future accounting changes, business competition, technological
change, changes in government regulation and legislation, changes in tax laws, unexpected judicial or regulatory proceedings, catastrophic events, the Corporation’s,
Its subsidiaries’ or affiliates’ ability to complete strategic transactions and integrate acquisitions, and the Corporation’s, its subsidiaries’ or affiliates’ success in anticipating
and managing the foregoing risks.

The reader is cautioned that the faregoing list of factors is not exhaustive of the factors that may affect any of the Corporation’s, its subsidiarles’ and affiliates’
forward-looking statements. The reader is also cautioned to consider these and other factors carefully and not to put undue rellance on forward-looking statements.

Cther than as specifically required by law, the Corporation undertakes no obligation {o update any forward-locking statement to reflect events or circumstances after the
date on which such statement is made, or to reflect the occurrence of unanticipated events, whether as a result of new information, future events or results, or ctherwise,

Additional information about the risks and uncertainties of the Corporation’s business is provided in its disclosure materials, including its most recent Annual Information
Form, filed with the securities regulatory authorities in Canada, available at www.sedarcom.

Changes to Internal Controls

During the first quarter of 2007, there were ng changes in the Corporation’s internal contrals over financial reporting that have materially affected,
or are reasonably likely to materially affect, the Corporation’s internat controls over financial reporting.

Overview

Power Corparation is a holding company whase principal asset is its controlling interest in Power Financial Corporation (Power Financial).
As of the date hereof, Power Corporation holds a 66.4% equity and voting interest in Power Financial, unchanged from December 31, 2006 and
December 31, 2005.

POWER FINANCIAL CORPORATION
Power Financial holds substantial interests in the financial services industry through its controlling interest in each of Great-West Lifeco Ing. (Lifeco)
and IGM Financial Inc. {IGM). Power Financial also holds, together with the Frére group of Belgium, an interest in Pargesa Hoiding S.A. {Pargesa).

Parts B, C and D of this interim MD&A concerning Power Financial, Lifeco and IGM consist of their respective interim MD&A and financiat statements,
as prepared and disclosed by these companies in accordance with applicable securities legislation. This information is also available either
directly from SEDAR {www.sedar.com) or from the Web sites of Power Financial (www.powerfinancial.com), Lifeco (www.greatwestlifeco.com) or
IGM (www.igmfnancial.com).

On March 31, 2007, Power Financial and I1GM held 70.5% and 4.29, respectively, of Lifeco’s common shares, representing approximately 65% of the
vating rights attached to all outstanding Lifeco voting shares.

On the same date, Power Financial and The Great-West Life Assurance Company (Great-West Life} held 55.9% and 3.5%, respectively, of IGM's
commoen shares,

Part E consists of information relating to Pargesa derived from the press release issued by Pargesa on May 3, 2007.
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Power Financial Europe BV, a wholly owned subsidiary of Power Financial, and the Frére group each hold a 50% interest in Parjointco, which at the
end of March 2007 held a 54.1% equity interest in Pargesa, representing 62.9% of the voting rights of that company.

The Pargesa group has substantial holdings in major companies based in Europe, These investments are held by Pargesa directly or through its
affiliated Belgian holding company, Groupe Bruxelles Lambert {GBL), As of March 31, 2007, its portfolio was composed of interests in various sectors,
including oil, gas and chemicals through Total S.A. (Total); energy, water and waste services through Suez; specialty minerals through Imerys; cement
and building materials through Lafarge and wine and spirits through Pernod Ricard, in which GBL made its initial investment in the latter part of
2006. In addition, Pargesa and GBL have also invested or committed to invest in the area of private equity, including in the French private equity
funds Sagard 1and 2, whose management company is a subsidiary of Power Corporation.

As previously disclosed, on July 4, 2006, GBL sold to Bertelsmann its 25.1% equity interest in that company for cash consideration of €4.5 billion,
generating a gain of approximately €24 billion for GBL. The impact of this gain on Power Financial's non-operating earnings in the third quarter of
2006 was $356 million, and Power Corporation’s share of this gain was $236 million.

POWER TECHNOLOGY INVESTMENT CORPORATION
Power Technology Investment Corporation (PTIC) is an investor in the biotechnology and technology sectors. As at March 31, 2007, PTIC held
approximately, both directly and indirectly, an 18% interest in Neurochem Inc. and a 12% interest in Adaltis Inc., two public companies based in
Montréal. PTIC also holds interests in various U.S.-based technology funds, as well as minority ownership positions in several other companies.
Further information concerning Neusochem Inc. and Adaltis Inc. is contained in their respective disclosure documents at www.sedar.com.

GESCA LTEE

Gesca is a whally owned subsidiary of Power Corporation. As a media group, it is engaged in the publication of seven daily newspapers, including
the leading French-language national newspaper La Presse, as well as Le Soleil, Le Droit, Le Nouvelliste, La Tribune, Le Quotidien and La Voix de I'Est.
In addition, Gesca produces television programming and publishes several specialty magazines and books, Gesca, through its new division, Gesca
Digftal, operates several Web sites, including Cyberpresse.ca, LaPresseAffaires.com, Technaute.com, MoriToit.ca and ManVolant.ca. On October 26, 2006,
Gesca and Torstar Corporation announced that they had purchased Bell Globemedia's 40% interest in the Workopolis Partnership and increased
their respective interests to 50%. Prior to completing the transaction, Gesca held a 20% interest. Workopolis.com is Canada’s leading Internet-based
careers and recruitrnent business, Gesca also has a significant interest in the Internet-based classified advertising site LiveDeal.ca, as well as in Olive
Canada Network, one of Canada'’s leading online advertising sales networks.

ASIA
In Asia, the most significant investment of the Corporation is its holding in CITIC Pacific (6.2% as of the date hereof), a public corporation whose
shares are listed on the Hong Kong Stock Exchange. CITIC Pacific’s businesses span manufacturing special steel, developing and investing in real
estate properties, power generation, civil infrastructure, communications and aviation in Hong Kong and mainland China. CITIC Pacific is also
engaged in marketing and distributing motor vehicles and consurmer products throughout China.

In addition, Power Corporation is involved in selected investment projects in China and was granted in October 2004 a licence to operate as a
Qualified Foreign Institutional Investor {QF1Y) in the Chinese "A” shares market, for an amount of US$50 million.

INVESTMENT IN FUNDS AND SECURITIES
Over the years, Power Corporation has invested directly or through wholly owned subsidiaries in a number of selected investment funds, hedge funds
and securities. These investments and the investments in Asia support the diversification strategy of the Corporation. However, their contribution
1o operating earnings, both in terms of magnitude and timing, is by nature expected to be more difficult to predict.

In 2002, Power Corporation made a commitment of €100 million to Sagard Private Equity Partners (Sagard 1), a €535 million fund, in which GBL also
made a commitment of €50 million. Sagard 1 has completed 12 investments, two of which were sold during the second quarter of 2006 and an
additional two of which were sold since the beginning of 2007,

In 2006, Sagard 2 was launched, a new fund with the same investment strategy as Sagard 1. This new fund clased with total commitments of
€10 billion. Power made a €200 million commitment to Sagard 2, while Pargesa and GBL made commitments of €50 million and €150 miliion,
respectively. As of May 10, 2007, Sagard 2 has completed three investments,

The Sagard 1 and 2 funds are managed by Sagard 5.A.5, a subsidiary of the Corporation based in Paris, France.

In addition, the Corporation is also in the process of reviewing investment opportunities in the United States, and currently plans to allocate a
portion of its cash resources (initially limited to a maximum of US$25¢ million) to this initiative,

Outstanding Number of Participating Shares

As of the date hereof, there were 48,854,772 Participating Preferred Shares, unchanged from December 31, 2006 and December 31, 2005, and
404,856,082 Subordinate Voting Shares of the Corperation outstanding, compared with 402,606,144 as of December 31, 2006 and 400,264,694 as of
December 31, 2005. The increase in the number of outstanding Subordinate Vioting Shares reflects the exercise of options under the Corporation’s
Executive Stock Option Plan,
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Basis of Presentation and Summary of Accounting Policies

The Consolidated Financial Statements of the Corporation have been prepared in accordance with generally accepted accounting principles in
Canada (Canadian GAAP} and are presented in Canadian dollars.

Changes in Accounting Policies

Effective January 1, 2007, the Corporation adopted the new provisions of the Canadian Institute of Chartered Accountants {CICA) Handbook on
Accounting for Financial Instruments. The new sections on Financial Instruments, Hedges and Comprehensive Income, including revisions to the
section on Life Insurance Enterprises, replace all previous guidance on these items issued by the CICA.

These standards require that all financial assets be classified as available for sale, held to maturity, trading, or loans and receivables, The standards
require that all inancial assets be carried at fair value, if determinable, in the balance sheet, except loans and receivables, including mortgages
and securities classified as held 1o maturity, which are carried at amortized cost using the effective interest method. Financial liabilities must be
classified as either trading, which are carried at fair value, or other than held for trading, which are carried at amortized cost using the effective
interest method.

Changes in the fair value of trading securities are reported in earnings, while changes in the fair value of securities that are available for sate are
recorded in Other comprehensive income until realized or impaired, at which time they are recorded in the statement of earnings. Al derivatives,
including embedded derivatives that must be separately accounted for, except those described below, must be recorded at fair value in the balance
sheet and the changes in fair value must be recorded in the statement of earnings.

Derivative instruments specifically designated as a hedge and meeting the criteria for hedge effectiveness may offset changes in fair vatues or
cash Aows of hedged items, A hedge must be designated as a cash flow hedge, fair value hedge, or a hedge of net investments in self-sustaining
foreign operations. A fair value hedge requires the change in fair value of the hedging derivative and the change in fair value of the hedged item
relating 1o the hedged risk to both be recorded in the statement of earnings. A cash flow hedge requires the change in fair value of the derivative,
to the extent effective, to be recorded in Other comprehensive income, which will be reclassified to earnings when the hedged transaction impacts
earnings. Any hedge ineffectiveness on a cash flow hedge is recorded in the statement of earnings. '

A consolidated staternent of comprehensive income is included in the Corporation’s financial statements. Unrealized gains and Ios:{es on financial
assets that are held as available for sale, the effective portion of changes in the fair value of cash flow hedging instruments'and unrealized
foreign currency translation gains and tosses are recorded in the statement of comprehensive incorne until recognized in the statement of earnings.
Accumulated other comprehensive incorne forms part of Shareholders’ equity. '

As described in Section € of this interim MD&A, investrnents backing actuarial liabilities, investments backing participating account surplus in
The Canada Life Assurance Company {Canada Life), and preferred shares classified as liabilities are designated as held for trading using the fair value
option. Changes in the fair value of these investments flaw through Net earnings. The impact for assets backing actuarial liabilities is largely offset
by carresponding changes in the actuarial liabilities which also flow through Net earings. Investrents backing Lifeco's shareholder capital and
surplus, with the exception of the investments backing participating account surplus in Canada Life, are classified as available for sale, Unrealized
gains and losses on these investments flow through Other comprehensive income uritil they are realized. Certain investment portfolios are classified
as held for trading as a reflection of their underlying nature. Changes in the fair value of these investrenis flow through Net earnings. There has
been no change to the Corporation’s method of accounting for real estate or loans.

In addition, effective January 1, 2007 Lifeco no longer defers net realized gains on financial instruments (bonds, shares, and mortgages), nor does it
carry investments in shares at cost plus a moving average market value adjustment for unrealized gains and losses. On January 1, 2007, deferred net
realized gains on bonds, shares, and mortgages, carried on the balance sheet were eliminated with corresponding adjustments to retained earnings
and actuarial liabilities. At December 31, 2006, deferred net realized gains totalled $2,821 million or $2,628 million excluding real estate.

On January 1, 2007, the remainder of the Corporation’s investment in shares was designated as available for sale. The loans portfolio was designated
as loans and receivables and is carried at amortized cost. Deposits and certificates were classified as other than held for trading and are carried at
amortized cost.

As mentioned above, a significant portion of the Pargesa portfolio —namely the investments in Total, Suez, Lafarge and Pernod Ricard — are
not consolidated or accounted for using the equity method. These investments have been classified by Pargesa as available for sale investments,
As a consequence of the new standards, transition adjustments were made on January 1, 2007 to certain existing financial instruments 1o adjust their

carrying value to market, to recognize derivative financial instruments on the balance sheet and to eliminate the recognition of deferred realized
gains with corresponding adjustments to actuarial liabilities. The following table summarizes the adjustments required to adopt the new standards:
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CONSOLIDATED BALANCE SHEET

DECEMBER 31, JANUARY 1,
2006 LIFECO IGM PARJOINTCO CORPORATE 2007
Assets
Cash and cash equivalents 5,785 5,785
Investments
Shares 5.598 661 96 87 6,442
Bonds 65,246 1,016 66,262
Mortgages and other loans 15,823 46) 15,777
Loans to policyholders 6,776 6,776
Real estate 2,218 2,218
95,661 1,631 95 87 97,475
Investment in affiliates, at equity 2,182 1,157 3.339
All other assets 29,124 (153) 3 28,974
132,752 1,478 99 1,157 87 135,573
Liabilities
Policy liabilities 93,978 3.896 97,874
Funds held under reinsurance contracts 1,822 121 1,943
Deferred net realized gains 2,821 2,628) 193
Preferred shares of subsidiaries 1,625 71 1,696
All other liabilities 11,922 53 15 11,990
112,168 1,460 53 15 113,696
Non-controlling interests 11,983 73 27 389 12,472
Shareholders’ equity
Non-participating shares 795 795
Participating shares 442 442
Contributed surplus 59 59
Retained earnings’ 7,480 (181) 7.299
Accumulated other comprehensive income 126 18 768 72 085
Accumulated other comprehensive income
[Foreign currency translation) {175) 73
8,601 (55} 18 768 72 9,405
132,752 1,478 1,157 87 135,573

For specific details as to the effect of these new standards on the Corporation and more specifically on Lifeco’s and IGM’s financial statements,

the reader is referred to Parts C and D of this MD&A,

The investment in Pargesa is accounted for by Power Financial under the equity method. As deseribed above, the Pargesa portfolio currently consists
primarily of investments in Imerys, Total, Suez, Lafarge and Pernod Ricard, which are held by Pargesa directly or through GBL. Imerys’ results are
consofidated in the financial statements of Pargesa while the contribution from Total, Suez, Lafarge and Pernod Ricard (which will contribute for
the first time in 2007) to GBL's earnings consists of the dividends received from these companies,

The contribution from Pargesa to Power Financial's eamings is based on the economic (flow-through) presentation of results used by Pargesa.
Pursuant to this presentation, "operating income” and “non-operating income” are presented separately by Pargesa. Power Financial's share of
non-operating income of Pargesa, after adjustments or reclassifications if necessary, is included as part of "Other income” in the Corporation’s

financial statements.

Inclusion of Pargesa’s Results
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Results of Power Corporation of Canada

This section is an overview of the results of Power Corporation, In this section, consistent with past practice, the contributions from Power Financial,
Gesca and PTIC are accounted for using the equity method in order to facilitate the discussion and analysis, This presentation has no impact on
Power Corporation’s net earnings, and is intended to assist readers in their analysis of the results of the Corporation,

NON-GAAP FINANCIAL MEASURES
In analysing the financial results of the Corporation and consistent with the presentation in previous years, net earnings are subdivided in this
section into the following components:

» operating earnings; and

»  other items, which includes, but is not limited to, the impact on the Corporation’s net earnings of Other income as presented in the Corporation’s
consolidated staternents of earnings (net of income tax and non-controlling interests, if any).

Management has used these performance measures for many years in its presentation and analysis of the financial performance of Power Corporation,
and believes that they provide additional meaningful information to readers in their analysis of the results of the Corporation.

*Operating earnings” excludes the after-tax impact of any item that management considers to be of a non-recurring nature or that could make the
period-over-pericd comparison of results from operations less meaningful, and also excludes the Corporation'’s share of any such item presented
in a comparable manner by its subsidiaries.

Operating earnings and operating earnings per share are non-GAAP financial measures that do not have a standard meaning and may not be
comparable to similar measures used by other entities,

For the three-month periods ended March 31, 2007 and 2006, Other income was nil.

Review of Financial Performance

EARNINGS SUMMARY — CONDENSED SUPPLEMENTARY STATEMENTS OF EARNINGS

THREE MONTHS ENDED MARCH 31

2007 2006
PER PER
TOTALM SHARE TOTALM  ° SHARE
Contribution to operating earnings from subsidiaries 302 256
Results from corporate activities 61 2)
Operating earnings ' 363 0.78 254 054
Other items - - - -
Net earnings 363 0.78 254 0.54

(1) Before dividends on preferred shares issued by the Corporation, which amounted to $10 million in the three-month perlods ended March 33, 2007 and 2006.
[21 Operating earnings per share are calculated after deducting dividends on perpetual preferred shares from operating earnings,

OPERATING EARNINGS
For the three-month period ended March 31, 2007, operating earnings were $363 million or 078 per share, compared with $254 million or $0.54 per
share in the first quarter of 2006, an increase of 44.4% on a per share basis.

SHARE OF OPERATING EARNINGS FROM SUBSIDIARIES
Power Corporation’s share of operating earnings from its subsidiaries was $302 million in the first quarter of 2007, compared with $256 million in
the first quarter of 2006, an increase of $46 million or 18.0%,
Power Financial, which makes the mast significant contribution to the Corporation’s earnings, reported operating earnings of 5482 million or
$0.66 per share in 2007, compared with $408 million or $0.56 per share in 2006. On a per share basis, this represents an increase of 18.4%.
As noted above, Parts B, C and D consist of the interim MD&A and financial statements of Power Financia), Lifeco and IGM, as prepared and disclosed
by these companies in accordance with applicable securities legislation. Part E consists of information relating to Pargesa, derived from publicly
disclosed infarmation.,
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RESULTS FROM CORPORATE ACTIVITIES

Resuits from corporate activities include income from investments, operating expenses, depreciation and income taxes. Corporate activities
contributed a net profit of $61 million to operating earnings in the first quarter of 2007, compared with a net charge of $2 million in the corresponding
period In 2006, The improvement in corporate activities compared to the first quarter of 2006 is due primarily from higher income from investments,
reflecting a net combination of various elements partly offset by an increase in operating expenses and income taxes. Among others, income from
investments includes, in the first quarter of 2007, an aggregate amount of $55 million representing the Corporation’s share of pre-tax profits result-
ing from the sale by Sagard 1 of two of its investments (earnings of GBL for the first quarter of 2007 also include its share of gains from Sagard 1, as
described in parts B and E of this interim MD&A). Income from investments in 2007 also reflects a higher contribution from investment funds as
well as from QFHl operations, offset by a decrease in the contribution from the other investments in Asia compared with last year.

OTHER ITEMS
Other items were nil in the first quarter of 2007, as in the corresponding period in 2006.

NET EARNINGS
Therefore, net earnings for the quarter were $363 million or $0.78 per share in the first quarter of 2007, compared with $254 million or $0.54 per
share in the corresponding period in 2006,

Financial Position, Liquidity and Capital Resources

CONDENSED SUPPLEMENTARY BALANCE SHEET

MARCH 31, DECEMBER 31, MARCH 31, DECEMBER 31,
2007 2006 2007 2006
CONSOLIDATED BASIS EQUITY BASISI

Assets
Cash and cash equivalents 5,306 5,785 719 641
Investments at equity 3,372 2,182 1,727 6,848
Other investments 106,484 95,661 1,090 97
Other assets 19,974 29,124 338 346
Total 135,136 132,752 9,874 8,752
Liabilities
Policy liabilities

Actuarial liabilities 92,786 89,490

Other 4,382 4,488
Other liabilities 9,874 12517 187 151
Preferred shares of subsidiaries 1,694 1,625
Capital trust securities and debentures 634 646
Debentures and other borrowings 3,404 3,402

112,774 112,168 187 F51
Non-¢ontrolling interests 12,675 11,983
Shareholders’ equity
Non-participating shares 795 795 795 795
Participating shareholders’ equity @ 8,892 7.806 8,892 7.806
9,687 8,601 9,687 8,601

Total 135,136 132,752 9,874 8,752
Consolidated assets and assets under administration 353,311 342,262

[1 Condensed supplementary balance sheet of the Corporatian with Power Financlal, Gesca and PTIC accounted for using the equity method.
[2} Inctudes Participating Preferred Shares and Subordinate Voting Shares.

CONSOLIDATED BASIS
The consolidated balance sheets include Power Financial’s, Lifeco’s and IGM's assets and liabilities. Parts B, C and D of this MD&A relating to these
subsidiaries include a presentation of their balance sheets.

Total assets increased to $135,136 million at March 31, 2007, compared with $132,752 million at December 31, 2006. The increase in assets is primarily
due to the transitional adjustments related to the application of the new accounting standards on financial instruments, as discussed above.
The increase in Other investments reflects in particular the effect of the Equitable Life transaction in the European segment of Lifeco, in which
395 billion of invested assets were acquired. This transaction ctosed during the first quarter of 2007 and as a consequence Other assets decreased
by a corresponding amount reflecting a reduction in funds held by ceding insurers.
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Assets under administration include segregated funds of Lifeca and IGM's assets under management, at market values. The market value of Lifeco’s
segregated funds was $93 billion at the end of March 2007, compared with 590 billion at the end of 2006. IGM's assets under management at
market value, inctuding those of Mackenzie Financial Corporation (Mackenzie) and Investrnent Planning Counsel, were $123 billion at March 31, 2007,
compared with $119 biilion at the end of 2006.

EQUITY BASIS
Under the equity basis presentation, Power Financial, Gesca and PTIC are accounted for using the equity method. This presentation has no impact
on Power Corparation’s Shareholders’ equity, and is intended to assist readers in isolating the contribution of Power Corporation, as the parent
company, 1o consolidated assets and liabilities.

Cash and cash eguivalents held by Power Corporation amounted to $719 million at the end of March 2007, compared with %641 million at the end
of December 2006.

In managing its own cash and cash equivalents, the Corporation may hold cash balances or invest in short-term paper or equivalents, as well as
deposits, denominated in foreign currencies and thus be exposed to fluctuations in exchange rates. In order to protect against such fluctuations,
the Corporation from time to time enters into currency-hedging transactions with highly rated financial institutions. At March 31, 2007, 81% of the
5719 million of cash and cash equivalents were denominated in Canadian dollars.

lnvestments are principally composed of the carrying value of the Corporation’s interest in its subsidiaries, Power Financial, Gesca and PTIC, and
the carrying value of its portfolio of funds and other securities,

The carrying value of Power Corporation's investment in its subsidiaries increased to $7727 million at March 31, 2007, compared with 56,848 million
at December 31, 2006. The variance includes primarily:

»  Power Corporation’s share of net earnings from its subsidiaries, net of dividends received, amounting to $177 million;

v the impact of new accounting rules on financial instruments, for a net amount of $700 million, which includes a net 521 million negative
variation in foreign currency translation adjustments, related principally to the Corporation's indirect investment through Power Financial in
Lifeco’s foreign operations and in Pargesa. This represents Power Corporation’s share of Other comprehensive income from its subsidiaries and
affiliates, of which $732 million was recognized an January 1, 2007 (first time application}); and

»  Other investments {excluding investments held by PTIC) amounted to $1,090 million at the end of March 2007, compared with $917 million at
the end of 2006. The carrying value of other investments of $1,090 million as at March 31, 2007 includes a 5105 million revaluation to fair market
value, as a consequence of the new accounting rules on financial instruments which became effective January 1, 2007 for the Corporation.
The carrying value of the portfolio of marketable securities was $656 million, including $98 million of adjustments to fair value (5553 million at
the end of 2006, measured at cost) and consisted primarily of the carrying value of the investment in CITIC Pacific for $489 million, $145 million
representing the carrying value of the portfolio of securities and funds held as part of the QFIl operations in China which started in 2005, as well
as other marketable securities, The carrying value of the portfolio of investment funds held by the Corporation (excluding funds held by PTIC)
was $421 million at the end of March 2007 (including $7 million of adjustments to fair value), compared with $350 million at December 31, 2006,
This figure does not include outstanding commitments to make future capital contributions to investment funds for an aggregate amount of
$327 million, including remaining commitments of $34 million for Sagard 1and $233 million for Sagard 2 in Europe, In addition, the Corporation
is reviewing investment opportunities in the United States, as described above,

Cash Flows

CONSOLIDATED CASH FLOWS

THREE MONTHS ENDED MARCH 31

2007 2006

Cash flow from operating activities 264 (62)
Cash flow from financing activities (231) (392
Cash flow from investing activities (496) (189
Effect of changes in exchange rates on cash and cash equivalents (16) 30

- Increase ldecrease] in cash and cash equivalents (479) 613)
Cash and cash equivalents, beginning of year 5,785 5.332
Cash and cash equivalents, end of period 5,306 4719

On a consclidated basis, cash and cash equivalents decreased by $479 million in the three-month period ended March 31, 2007, compared with
a decrease of $613 miltion in the corresponding period in 2006,
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Operating activities produced a net inflow of $264 millien in the three-month period ended March 31, 2007, compared with a net outflow of
462 million in the corresponding period in 2006.

»  For 2007, Lifeco's cash flow from operations was a net inflow of $178 million, compared with a net outflow of $52 million in the carresponding
periad in 2006. The increase in cash flow from operations compared 1o 2006 is mainly due o higher premium incomé and investment income
partially offset by higher payments to policyholders, Cash flows generated by operations were used to acquire an additional $310 million of
invested assets, including bonds, shares, mortgages and real estate 1o support policy liabilities and to fund financing activities,

»  Operating activities of IGM, before payment of commissions, generated $174 million in the first quarter of 2007, as compared with 5165 million
in 2006. Cash commissions paid were $117 million in 2007, compared with $121 million in the first quarter of 2006.

Cash flows from financing activities, which include dividends paid on participating and non-participating shases of the Corporation as well as dividends
paid by subsidiaries to non-controlling interests, resulted in net outflows of $231 million in the first quarter of 2007, compared with net outflows of
$392 million in the first quarter of 2006.

Financing activities for the quarter ended March 33, 2007 compared to the same period in 2006 include;
» Dividends paid on a consolidated basis in the first quarter of 2007 of $295 mitlion, compared with $256 million in the first quarter of 2006.

»  There was no repayment of long-term debt in 2007, compared with $150 million in 2006, which consisted of the repayment by Power Financial
of its $150 million debentures which matured in January 2006,

> Repurchase for cancellation by subsidiaries of the Corporation of their comman shares in the amount of $18 million in the first quarter of 2007,
compared with $22 million in the first quarter of 2006.

Cash flows from investing activities resulted in net outflows of 5496 million in 2007, compared with net autflows of $189 million in 2006,
> Investing activities at Lifeco in 2007 resulted in a net ocutflow of $310 million, as mentioned above, compared with 540 million in 2006,
> Investing activities at IGM were a net outflow of $138 million in 2007, compared with a net outflow of $129 million in 2006.

Cash flows from activities of Power Financial, Lifeco and 1IGM are described in Parts B, C and D of this MD&A related 1o these subsidiaries.

CORPORATE CASH FLOWS
Power Corporation is a holding company. As such, corporate cash flows from operations, before payment of dividends on the non-participating
shares and on the participating shares, are principally made up of dividends received from subsidiaries and income from investments, less operating
expenses and income taxes. A significant component of corporate cash flows is made up of dividends received from Power Financial, which is
also a holding company. In the first quarter of 2007, Power Financial declared dividends of $0.2675 per share on its common shares, compared with
$0.2325 in the first quarter of 2006,

In the first quarter of 2007, dividends declared on the Corporation’s participating shares amounted to $019750 per share, compared with
$0.16875 per share in the same period in 2006. This represents a 170% increase.

Shareholders’ Equity

Shareholders” equity, including non-participating shares issued by the Corporation, was $9,687 million at the end of March 2007 compared with
$8,601 million at the end of 2006.

Non-participating shares of the Corporation consist of five series of First Preferred Shares with an aggregate stated amount of $795 million as of
March 31, 2007 (unchanged from December 31, 2006), of which $750 million are non-cumulative. All of these series are perpetual preferred shares and
redeemable in whole or in part at the option of the Corporation from specific dates. The First Preferred Shares, 1986 Series, with a stated value of
$45 million at March 31,2007 (unchanged from the end of 2006), have a "sinking fund” provision under which the Corparation will make all reasonable
efforts to purchase on the open market 20,000 shares per quarter. No such shares were purchased in the first quarter of 2007

Exctuding preferred shares, participating shareholders’ equity was $8,892 million at March 31, 2007 compared with $7806 million at December 31, 2006,
The increase of $1,086 million was primarily due to:

> an 582 million increase in retained earnings, reflecting net eamnings of $363 million, dividends declared of $100 million, and a negative amount
of $181 million resulting from the change in accounting policy as described In the section on Changes in Accounting Policies;

> the first time recording of Other comprehensive income in the amount of $985 million. For mose details, refer to the section on Changes in
Accounting Policies; and

»  changes 1o accumulated other comprehensive income of negative $15 million, which includes a negative variation of $22 millien in foreign
currency translation, as previously mentioned,

In addition, the Corporation issued 2,244,938 Subardinate Voting Shares in the first quarter of 2007 under the Executive Stock Option Plan, resulting
in an increase in stated capital of $30 million (first quarter of 2006: 1,285,015 shares for $1 million).

As a result of the above, book value per participating share of the Corporation was $21.96 at the end of March 2007, compared with $17.29 at the
end of 2006.

POWER CORPORATION OF CANADA — FIRST QUARTER REPORT 2007

A9

VOYNYD 40 NOILYHOdYOD HIMOJ



<
[a]
<
z
o
v
w
o]
=
2]
g
a
o
a.
&
=}
v
o
W
=
o
a

RATINGS OF THE CORPORATION
As of the date hereof, ratings cf certain of the Corporation’s securities are as follows:

DOMINION BOND STANDARD & POOR'S
RATING SERVICEM RATINGS SERVICESH
Issuer rating A (high} A
Preferred
Cumulative shares ’ Pfd-2 (high) Canadian scale P-2 (High)
Global scale 8BB+
Non-cumulative Pfd-2 (high} Canadian scale P-2 {High)

Global scale BBB+

{1 On February 1, 2007, Dominlon Bond Rating Service placed the ratings “Under Review with Developing Implications” followlng the announcement by Lifeco to acquire
Putnam Investments Trust {Putnam}.

121 The outlook and the Corporation’s ratlngs are stable. On February 1, 2007, Standard & Poor's Ratings Services confirmed ratlngs were unaffected following the announcement
by Lifeco to acquire Putnam,

Summary of Critical Accounting Estimates

There were no changes to the critical accounting estimates from those reported at December 31, 2006 (please refer to the 2006 MDEA).

Off-balance Sheet Arrangements

SECURITIZATIONS
There were no changes to IGM's liquidity management practices related to securitizations during the three-month period ended March 31, 2007.
IGM’s liquidity management practices include the periodic transfers of mortgages and personal loans to commercial paper conduits that in turn
issue securities to investors. IGM retains servicing responsibilities and certain elements of recourse with respect to credit losses on transferred loans.
In 2007, IGM entered into securitization transactions through its mortgage banking operations with proceeds of $311 million (2006 — $86 million).
Securitized loans serviced at March 31, 2007 totalled $1,762 million, compared with $1,547 million at the end of 2006. The fair value of IGM's retained
interest was $46 million at March 31, 2007 and $43 million at December 31, 2006.

Commitments/Contractual Obligations

There have been no material changes in the contractual obligations of the Corporation or its subsidiaries from those reported at the end
of 2006.

Financial Instruments

DERIVATIVE FINANCIAL INSTRUMENTS
In the course of their activities, the Corporation and its subsidiaries use derivative financial instruments. When using such derivatives, they only act
as limited end-users and not as market-makers in such derivatives,

The use of derivatives is monitored and reviewed on a regular basis by senior management of the companies. The Corporation and its subsidiaries
have each established operating palicies and processes relating to the use of derivative financial instruments, which in particular aim at:

»  prohibiting the use of derivative instruments for speculative purposes;

» documenting transactions and ensuring their consistency with risk management policies;
» demonstrating the effectiveness of the hedging relationships; and

» monitoring the hedging relationships.

There were no major changes to the Corporation’s and its subsidiaries’ policies and procedures with respect to the use of dersivative instruments in
the first quarter of 2007, In addition, there has not been a material change in either the notional amount outstanding or in the exposure to credit fisk
that represents the market value of those instruments which are in a gain position. For an overview of the use of derivative financial instruments,
please refer to the 2006 MD&A and to Note 23 to the 2006 Consclidated Financial Statements,
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Summary of Quarterly Results

2007 2006 2005

Qt Q4 Q3 Q2 Q1 Q4 03 Q2 Q

Revenues 8,274 9,240 7.288 7,375 6,399 7,236 5839 6,403 7,083
Operating earnings M1 363 300 273 339 254 290 258 292 231
per share — basic 0.78 0.64 058 073 0.54 0.62 0.56 0.64 0.50
Other items - (1) 236 2 - {5) (16} 2 1
per share — basic - 0.02) 052 - - 001 (0.04) 0.00 0.00
Net earnings 363 289 509 N 254 285 242 294 232
per share — basic 0.78 0.62 110 0.73 0.54 061 052 0.64 0.50
per share — diluted 0.77 0.61 1.09 0.73 0.54 0.60 0.51 063 0.50

11 The contribution from Pargesa to operating earnings includes Pargesa’s share of the dividends paid by Total, Suez, tafarge (starting In 2006), and Pernod Ricard (starting
In 2007), as well as, for the last time in 2006, Pargasa’s share of the portlon of the dividend received by GBL from Bertelsmann, which was considered a preferred dividend
(Pargesa’s share: SF37 million In 2006 and SF30 million in 2005) and thus recorded as Income. These dividends contribute significantly to Pargesa’s aperating resulis. Dividends
from Suez, Lafarge and Pernod Ricard {Pargesa has not received 1o date any dividends from Pernod Ricard) are received once a year, during the second guarter, Total pays
its dividend in two instalments, in the second and fourth guarters,

Lifeco recorded, In the third and fourth quarters of 2005, reinsurance provistons of $30 mitlion and %13 millien after tax, respectively, for expected ‘osses arising from
hurricane damages in 2005. Power Corporation’s share of this specific charge was $14 million or 50,03 per share in the third guarter and 57 million or $0.02 per share in the
fourth quarter of 2005. In addition, Cther items in 2005 also Inctuded the impact of restructuring costs recorded by Lifeco in connection with the acquisition of Canada Life.

Other items also Include, in the second quarter of 2006, the Corporation’s share of tax benefits recorded by IGM (please also refer to the 2006 MD&A), as well as, in the third
quarter of 2006, an amount of $236 million representing the Impact on the Corporation of the gain recorded by GBL as a result of the sale of Its Interest In Bertelsmann.

{31 For a definition of thls non-GAAP financial measure, please refer to Resulis of Power Corporation of Canada — Non-GAAP Flnancial Measures.

[2
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POWER CORPORATION OF CANADA

CONSOLIDATED BALANCE SHEETS
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MARCH 11, DECEMBER 31,
: 2007 2006
[in milliens of dollars) [unaudited]
Assets
Cash and cash equivalents 5,306 5,785
Investments [Note 2}
Shares 6,785 5,598
Bonds 74,861 65,246
Mortgages and other loans 15,881 15,823
Loans to policyhalders 6,731 6,776
Real estate 2,226 2,218
. 106,484 95,661
|
| Funds held by ceding insurers 1,866 12,371
| Investment in affiliates, at equity 3,372 2,182
| Intangible assets 2,734 2,745
| Goodwill 8,477 8454
| Future income taxes 412 471
| Other assets 6,485 5083
| 135,136 132,752
' Liabilities
| Policy liabilities
Actuarial liabilities 92,786 89,490
Other 4,382 4,488
Deposits and certificates 808 78
Funds held under reinsurance contracts 1,964 1822
Debentures and other borrowings [Note 3] 3,404 3,402
Preferred shares of subsidiaries 1,694 1,625
Capital trust securities and debentures [Note 4] 634 646
Future income taxes 972 909
Other liabilities . . 6130 9,008
112,774 112,168
Non-controlling interests [Note 5) 12,675 11,983
Shareholders’ Equity
Stated capital [Note 6]
Non-participating shares 795 795
Participating shares 472 442
Contributed surplus 63 59
Retained earnings 7,562 7480
Accumulated other comprehensive income {loss) [Note 7] 795 (175}
9,687 8.601
135,136 132,752
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CONSOLIDATED STATEMENTS OF EARNINGS

THREE MONTHS ENDED MARCH 31
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{In miliens of dellars, except per share amounts] {unaudited) 2007 2006
Revenues
Premium income 5,613 3,695
Net investment income 1,145 1,374
Fees and media income 1,516 1,330
8,274 6,399
Expenses
Paid or credited to policyholders and benefciaries inctuding
policyholder dividends and experience refunds 5,584 4,00
Commissions 596 532
Operating expenses 968 904
Financing charges [Note 8] 86 82
7.234 5519
1,030 830
Share of earnings of affiliates 12 7
Earnings before income taxes and non-controlling interests 1,052 887
Income taxes 251 254
Non-controlling interests [Note 5] 438 379
Net earnings 363 254
Earnings per participating share [Note 9]
Basic 0.78 054
Diluted 0.77 0.54
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
THREE MONTHS ENDED MARCH 31
(In millians of dellars] (unaudited] 2007 2006
Net earnings 3163 254
Other compiehensive income [loss)
Met unrealized gains [losses] on available-for-sale assets
Unrealized gains [losses] 20 -
Income tax on unrealized gains [losses] 4) -
Reclassification of realized [gains) losses to net earnings (72) -
\ncome tax on reclassification of realized [gains] losses to net earnings 15 -
(41) -
Net unrealized gains [losses] on cash flow hedges
Unrealized gains [losses] 2 -
Income tax on unrealized gains [losses] - -
Reclassification of realized [gains] losses to net earnings 27 -
Income tax on reclassification of realized [gains] losses to net earnings {5) -
24 -
Net unrealized gains [losses] on foreign currency translation (55) 68
Other comprehensive income {loss] before non-controlling interests (72) 68
Non-controlling interests 57 {29)
Other comprehensive income [(oss! (15) 39
Comprehensive income 348 293
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POWER CORPORATION Oi: CANADA

CONSOLIDATED STATEMENTS OF CHANGES [N SHAREHOLDERS' EQUITY

THREE MONTHS ENDED MARCH 31

[In millions of dollars) [unaudited] 2007 2006
Stated capital ~ Non-participating shares
Non-participating shares, beginning of year 795 795
Issue of non-participating shares - -
Non-participating shares, end of period 795 795
Stated capital - Participating shares
Participating shares, beginning of year 442 417
Issue of participating shares under stock option plan 30 11
Participating shares, end of period 472 428
Contributed surplus
Contributed surplus, beginning of year 59 37
Stock options 6 7
Non-controlling interests (2) 2
Contributed surplus, end of period 63 42
Retained earnings
Retained earnings, beginning of year
As previously reported 7,480 6,478
Change in accounting policy [Mote 1] {187) -
As restated 7,299 6,478
Net earnings 363 254
Dividends to shareholders
Non-participating shares (10) 0o,
Participating shares {90) ' (76)
Retained earnings, end of period 7,562 6,646
Accumulated other comprehensive income [loss] [Note 7]
Accumulated other comprehensive income [loss], beginning of year {175} (468)
Change in accounting policy [Note 1] 985 -
Other comprehensive income [loss) {15) 39
Accumulated other comprehensive income [loss], end of period 795 (429
Total Shareholders’ Equity 9,687 7,482
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CONSOLIDATED STATEMENTS OF CASH FLOWS

THREE MONTHS ENDED MARCH 21
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[in miltions of dollars) [unaudited} 2007 2006
Operating activities
Net earnings 363 254
Non-cash charges [credits]
Increase [decrease] in policy liabilities (52) 129
Decrease [increase] in funds hefd by ceding insurers 288 52
Increase [decrease] in funds held under reinsurance contracts 26 (78)
Amaortization and depreciatian 32 27
Future income taxes 6 75
Non-contiolling interests 438 379
Qther 599 (403)
Change in non-cash working capital (1,436) (497)
264 (62)
Financing activities
Dividends paid
By subsidiaries to non-controlling interests {195) (170)
Non-participating shares (10) 4l0)]
Participating shares (90) (76)
(295) (256)
Issue of subordinated voting shares 30 1
Issue of commen shares by subsidiaries 19 18
Repurchase of common shases by subsidiaries (18) 22
Issuance of debentures and cther borrowings 13 -
Repayment of debentures and other borrowings - (150
Other 20 7
(231) (392)
Investment activities ]
Bond sales and maturities 6,532 7,132
Mortgage loan repayments 469 438
Sales of shares 413 361
Real estate sales 19 19
Proceeds from securitizations n 86
Change in loans to policyholders (34) &7
Change in repurchase agreements (427} 114
Investment in bonds {5,943) (7,093)
Investment in mortgage loans (939) (786)
Investment in shares (775) (400)
Investment in real estate 113) (72)
Other (9) (1)
(496) {189)
Effect of changes in exchange rates on cash and cash equivalenis {16) 30 !
Increase [decrease] in cash and cash equivalents (479) 613}
Cash and cash equivalents, beginning of period 5,785 5.332
Cash and cash equivalents, end of periad 5,306 4,719
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POWER CORPORATION OF CANADA

POWER CORPORATION OF CANADA

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS [UNAUDITED] MARCH 31, 2007
ALL TABULAR AMOUNTS ARE IN MILLIONS OF CANADIAN DOLLARS UNLESS OTHERWISE NOTED.

Note 1. Significant Accounting Policies

The interim unaudited consolidated financial statements of Power Corporation of Canada at March 31, 2007 have been prepared in accordance
with generally accepted accounting principles in Canada (GAAP). These interim unaudited consolidated financial statements should be read in
conjunction with the audited consolidated financial statements and notes thereto for the year ended December 31, 2006. These interim unaudited
consolidated financial statements do not include all disclosures required for annual financial statements,

The interim unaudited consolidated financial statements have heen prepared using the same accounting policies described in Note 1 of the
Corporation's consclidated financial statements for the year ended December 31, 2006, except as noted below,

CHANGES IN ACCOUNTING POLICIES - FINANCIAL INSTRUMENTS
Effective January 1, 2007, the Corporation adopted the Canadian Institute of Chartered Accountants (CICA) Handbook Section 4211, Life Insurance
Enterprises; Section 3855, Financial Instruments ~ Recognition and Measurement; Section 3865, Hedges; Section 1530, Comprehensive Incomne.

Under these new standards, all financial assets, including derivatives, must be classified as available for sate, held for trading, held to maturity, or
loans and receivables. Al financial liabilities, including derivatives, must be classified as held for trading or other. All financial instruments classified
as available for sale or held for trading are recognized at fair value on the Consolidated Balance Sheet whife financial instruments classified as
loans and receivables or other will continue to be measured at amaortized cost using the effective interest rate method. The standards allow the
Corporation to designate certain financial instruments, on initial recognition, as held for trading.

Changes in the fair value of financial instruments classified as held for trading are reported in Net earnings. Unrealized gains or losses on financial
instruments classified as available for sale are reported in Other comprehensive income until they are realized by the Corporation or until the assets
are other than temporarily impaired, at which time they are recorded in the Consolidated Statements of Earnings.

The Consolidated Statements of Comprehensive Income have been included in the Corporation's financial statements. The Consolidated Statements
of Changes in Shareholders’ Equity have replaced the Consolidated Statements of Retained Earnings in the Corporation’s financial statements,
Unrealized gains and losses on financial assets classified as available for sale, the effective partion of changes in the fair value of cash flow hedging
instrumnents and unrealized foreign currency translation gains and tosses are recorded in the Consolidated Statements of Comprehensive Income
on a net of tax basis. Other comprehensive income amounts arising from using the equity method to account for the Corporation’s investment
in its affiliates are recorded in the Consolidated Statements of Comprehensive Income. Accumulated ather comprehensive income forms part of
Shareholders' equity. ' C

With respect to Great-West Lifeco Inc. (Lifeco), certain investments, primarily investments actively traded in a public market, and certain financial
liabilities are measured at their fair value. Investments backing actuarial liabilities, investments backing participating account surplus in The Canada
Life Assurance Company (Canada Life), and preferred shares classified as liabilities are designated as held for trading using the fair value option.
Changes in the fair value of these investments flow through Net earnings. This impact is largely offset by corresponding changes in the actuarial
liabilities which also flow through Net earnings. Investments backing Lifeco’s shareholder capital and surplus, with the exception of the invest-
ments backing participating account surplus in Canada Life, are classified as available for sale. Unrealized gains and losses on these investments
flow through Other comprehensive income until they are realized. Certain investment portfolios are classified as held for trading as a reflection of
their underlying nature. Changes in the fair value of these investments flow through Net earnings. There has been no change to the Corporation’s
method of accounting for real estate or loans.

The remainder of the Corporation's investments in shares was designated as available for sale. The loans portfolio was designated as loans and
receivables and is carried at amortized cost.

Derivative instruments, previously off-balance sheet, are recognized at their market value in the Consolidated Balance Sheet, Changes in the fair
value of derivatives are recognized in Net earnings, excepi for derivatives designated as effective cash flow hedges.

Derivatives embedded in financial instruments or other contracts, which are not closely related to the host financial instrument or contract, must
be bifurcated and recognized independently. The change in accounting policy related to embedded derivatives did not have a significant impact
on the financial statements of the Corporation,
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Note 1. Significant Accounting Policies [continued)

Three types of hedging relationships are permitted under the new standards: fair value hedges, cash flow hedges, and hedges of net investments
in self-sustaining foreign operations. Changes in fair value hedges are recognized in Net earnings. The effective portion of cash flow hedges, and
hedges of net investments in self-sustaining foreign operations, are offset through Other comprehensive income until the variability in cash flows
being hedged is recognized in Net earnings.

On January 1, 2007, transition adjustments were made to certain existing financial instruments to adjust their carrying value to market, to recognize
derivative financial instruments on the balance sheet, to eliminate the recognition of deferred realized gains of Lifeco with corresponding adjust-
ments to actuarial liabilities and opening retained earnings.

The following table summarizes the adjustments required to adopt the new standards:

DECEMBER 21, CHANGE IN JANUARY 1,
2006 ACCOUNTING 2007
AS REPORTED POLICY ADIUSTED
Assets
Cash and cash equivalents 5,785 - 5,785
Investments
Shares 5,598 844 6,442
Bonds 65,246 1,016 66,262
Mortgages and other foans 15,823 (46} 15,777
Loans to policyholders 6,776 - 6776
Real estate 2,218 - 2,218
95,661 1814 97475
Investment in affiliates, at equity 2,182 1,157 3339
All other assets 29,124 (150 28,974
132,752 281 135,573
Liabilities
Policy liabilities
Actuarial liabilities 89,450 3.896 93,386
Other , .. 4,488 - 4,488
Debentures and other borrowings 3,402 - 3,402
Preferred shares of subsidiaries 1,625 71 1,696
Capital trust securities and debentures 646 - 646
Future income taxes 909 25 934
All other liabilities 11,608 (2.464) 9,144
112,168 1,528 113,696
Non-controlling interests 11,983 489 12,472
Sharehaolders’ Equity
Stated capital
Non-participating shares 795 - 795
Participating shares 442 - 442
Contributed surplus 59 - 59
Retained earnings 7480 (181 7,299
Accumulated other comprehensive income - 810 810
Foreign currency translation adjustments (175) 175 -
8,601 804 9,405
132,752 2,821 135573
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Note 1. Significant Accounting Policies [continued]

FUTURE ACCOUNTING CHANGES
CAPITAL DISCLOSURES
Effective January 1, 2008, the Corporation will be required to comply with CICA Handbook Section 1535, Capital Disclosures. The section establishes
standards for disclosing information that enables users of financial statements to evaluate the entity’s objectives, policies and processes for managing
capital. The new requirements are for disclosure only and will not impact financial results of the Corporation.

FINANCIAL INSTRUMENTS DISCLOSURE AND PRESENTATION
Effective January 1, 2008, the Corporation will be required to comply with CICA Handbook Section 3862, Financial fnstruments — Disclosures, and
Section 3863, Financial instruments — Presentation. These sections will replace existing Section 386Y, Financial instruments — Disclosure and Presentation,
Presentation standards are carried forward unchanged. Disclosure standards are enhanced and expanded to complement the changes in accounting
policy adopted in accordance with Section 3855, Financial Instruments - Recognition and Measurement.

COMPARATIVE FIGURES
Certain of the 2006 amounts presented for comparative purposes have been reclassified to conform to the presentation adopted in the
current year.

Comparative figures have not been restated to conform with the new Financial Instruments accounting policies adeopted January 1, 2007,
CICA guidance explicitly prevents restaternents of comparative information under the new standards.

Note 2. Investments

MARCH 31, | DECEMBER 31,
2007 2006

NON- ’

AVAILABLE HELD FOR LOANS AND FINANCIAL

FOR SALE TRADING RECEIVABLES  INSTRUMENTS TOTAL
Shares 2,060 4,725 - - 6,785 5,598
Bonds 5,148 59,863 9,850 - 74,861 65,246
Mortgages and other loans - - 15,881 - 15,881 15823
Loans to policyholders - - 6,731 - 6,731 6,776
Real estate - - - 2,226 2,226 2,218
7.208 64,588 32,462 2,226 106,484 95,661
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Note 3. Debentures and Other Borrowings
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MARCH 31, DECEMBER 21,
2007 2006
Power Financiat Corporation
6.90% debentures, due March 11, 2033 250 250
IGM Financial Inc.
6.75% debeniures 2001 Series, due May 9, 2011 450 450
6.58% debentures 2003 Series, due March 7, 2018 150 150
6.65% debentures 1997 Series, due December 13, 2027 125 125
7.45% debentures 2001 Series, due May 9, 2031 150 150
7.00% debentures 2002 Series, due December 31, 2032 175 175
7.11% debentures 2003 Series, due March 7, 2033 150 150
Great-West Lifeco Inc.
Subordinated debentures due December 11, 2013 bearing a fixed rate
of 5.80% until 2008 and, thereafter, at a rate equal to the Canadian
90-day Bankers' Acceptance rate plus 1%, unsecured 203 204
6.75% debentures due August 10, 2015, unsecured 200 200
6.14% debentures due March 21, 2018, unsecured 200 200
6.40% subordinated debentures due December 11, 2028, unsecured 101 10
6.74% debentures due November 24, 2031, unsecured 200 200
6.67% debentures due March 21, 2033, unsecured 400 400
6.625% deferrable debentures due November 15, 2034, unsecured [US$175 million) 201 205
7.153% subordinated debentures due May 16, 2046, unsecured [US5$300 million] 345 351
Notes payable with interest of 8.0% 8 8
Other
Term loan at prime plus a premium varying between 1.0% and 1.5%
or Bankers’ Acceptance plus a premium varying between 2.0% and 2.5%
due May 13, 2013 [effective rate of 8.22% at December 31, 2006) 50 50
Bank loan at prime plus a premium, varying between 0.375% to 2.5%
due May 13, 2010 leffective rate 6.08% at December 31, 2006] 46 33
3,404 3402
Note 4. Capital Trust Securities and Debentures
MARCH 31, DECEMBER 31,
2007 2006
Capital trust debentures
5.995% senior debentures due December 31, 2052, unsecured [GWLCT] 350 350
6.679% senior debentures due June 30, 2052, unsecured [CLCT] 300 300
7.529% senior debentures due June 30, 2052, unsecured [CLCT) 150 150
800 800
Acquisition-related fair market value adjustment 30 31
Capital trust securities held by consolidated group as temporary investments (196) (185)
634 646

Great-West Life Capital Trust (GWLCT), a trust established by The Great-West Life Assurance Company (Great-West Life), had issued $350 million of
capital trust securities, the proceeds of which were used by GWLCT to purchase Great-West Life senior debentures in the amount of $350 million,
and Canada Life Capital Trust (CLCT), a trust established by The Canada Life Assurance Company (Canada Life), had issued $450 million of capital
trust securities, the proceeds of which were used by CLCT to purchase Canada Life senior debentures in the amount of $450 million,
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Note 5. Non-Controlling Interests
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MARCH 31, DECEMBER 31,
2007 2006
Nen-controlling interests include
Participating policyholders 2,042 1,884
Preferred shareholders of subsidiaries 2,653 2,653
Common shareholders of subsidiaries 7,980 7,446
12,675 11,983
THREE MONTHS ENDED MARCH 31 2007 2006
Earnings attributable to non-controlling interests include
Earnings attributable to participating policyholders 29 30
Dividends to preferred shareholders of subsidiaries 37 30
Earnings attributable to common shareholders of subsidiaries 372 319
438 379
Note 6. Capital Stock and Stock Option Plan
STATED CAPITAL
MARCH 31, DECEMBER 31,
2007 2006
Non-Participating Shares
Cumulative Redeemable First Preferred Shares, 1986 Series
Authorized - Unlimited nurnber of shares
issued - 899,878 shares 45 45
Series A First Preferred Shares
Authorized and issued - 6,000,000 shares 150 150
Series B First Preferred Shares
Authorized and issued - 8,000,000 shares 200 200
Series C First Preferred Shares
Authorized and issued - 6,000,000 shares 150 150
Series D First Preferred Shares
Authorized and issued - 10,000,000 shares 250 250
795 795

Participating Shares
Participating Preferred Shares

Authorized - Unlimited number of shares

Issued - 48,854,772 shares 27 27
Subordinate Voting Shares

Authorized - Unlimited number of shares

Issued —~ 404,851,082 {2006 - 402,606,144] shares 445 415

472 442

STOCK-BASED COMPENSATION
During the first quarter of 2007, 1,209.075 options were granted under the Corporation’s stock option ptan {no options were granted in the first quarter
of 2006). The fair value of these options was estimated using the Black-Scholes option-pricing model with the following assumptions:

2007 2006

! Dividend yield 2.1% -
Expected volatility 15.5% -

Risk-free interest rate 4.0% -

Expected life [years] 7 -

Fair value per option granted [$/option] 7.1 -

For the three months ended March 31, 2007, compensation expense relating to the stock options granted by the Corporation and its subsidiaries
amounted to $6 million {$7 million in 2006).

Options were outstanding at March 31, 2007 to purchase, until March 25, 2017, 11,158,972 subordinate voting shares at various prices from $11.3625 to
$3707. During the three months ended March 31, 2007, 2,244,938 subordinate voting shares (1,285,015 in 2006) were issued under the Corporation’s
plan for an aggregate consideration of $30 million (511 million in 2006).
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Note 7. Accumulated Other Comprehensive Income

UNREALIZED GAIMNS [LOSSES), ON

AVAILABLE- CASH FOREIGN
FOR-SALE FLOW CURRENCY
THREE MONTHS ENDED MARCH 31, 2007 ASSETS HEDGES TRANSLATION TOTAL
Balance, beginning of year - - (175) {175)
Change in accounting policy [Note 1) 1,708 {43) - 1,665
Income taxes {135} 8 - (127)
1,573 {35) - 1,538
Non-controlling interests (574) 1 - {553)
Net change in accounting policy 999 {14} - 985
Qther comprehensive income [loss] {52) 29 (55) (78)
Income taxes 1" {5} - 6
(41) 24 (55) {72)
Non-controlling interests 39 {15} 33 57
(2} 9 (22) (15)
Balance, end of period 997 {5) (197) 795
UNREALIZED GAINS [LOSSES], ON
AVAILABLE- CASH FOREIGN
FOR-SALE FLOW CURRENCY
THREE MONTHS ENDED MARCH 31, 2006 ASSETS HEDGES TRANSLATION TOTAL
Balance, beginning of year - - (468) (468)
Other comprehensive income [loss] - - 68 68
Income taxes - - - -
- - 68 68
Non-controlling interests - - (29) (29)
- - 39 39
Balance, end of period - - (429) {429)

Financing charges include interest on debentures and other borrowings, together with distributions and interest on capital trust securities and

Note 8. Financing Charges

debentures, and dividends on preferred shares classified as labilities,

THREE MONTHS ENDED MARCH 31 2007 2006
Interest on debentures and other borrowings 56 53
Preferred share dividends 16 19
Interest on capital trust debentures 12 12
Distributions on capital trust securities held by consolidated group as temporary investments {3) (3}
Other s 1
86 82
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Note 9. Earnings Per Share

The following is a reconciliation of the numerators and the denominators of the basic and dituted earnings per participating share computations:

THREE MONTHS ENDED MARCH 31 - 2007 2006
Net earnings 363 254
Dividends on non-participating shares (10 O
Net earnings availabie to participating shareholders 353 244
Weighted number of participating shares outstanding [millions]

— Basic 452.4 449.6
Exercise of stock options 11.2 1.9
Shares assumed to be repurchased with proceeds from exercise of stock options (7.0 {6.7)
Weighted number of participating shares outstanding [millions]

— Diluted 456.6 4548

Note 10. Pension Plans and Other Post-Retirement Benefits
The total benefit costs included in operating expenses are as follows:
THREE MONTHS ENDED MARCH 31 2007 2006
Pension plans 16 25
Other post-retirement benefits 7 8
23 33

Note 11. Securitizations

During the first quarter of 2007, IGM Financial Inc. ({GM) securitized %314 million {586 million in 2006} of residential mortgages through sales to
commercial paper conduits and received net cash proceeds of 531 million (586 million in 2006). IGM's retained interest in the securitized loans was
valued at $9 million (52 million in 2006). A pre-tax gain on sale of $3 million (nil in 2006) was recognized and reported in Net investment income

in the Consolidated Statements of Earnings.
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Note 12. Segniented Information

INFORMATION ON PROFIT MEASURE
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THREE MCNTHS ENDED MARCH 31, 2007 LIFECC {GM PARJOINTCO OTHER TOTAL %
Revenues :
Premium income 5,613 - - - 5613
Net investrent incorne 1,002 63 - 80 1,145
Fees and media income 764 658 - 94 1,516
7.379 21 - 174 8,274
Expenses

Paid or credited to policyholders and
beneficiaries including policyholder

dividends and experience refunds 5,584 - - - 5,584
Commissions 178 231 - 13) 596
Operating expenses 667 157 - 144 968
Financing charges 51 22 - 13 26

6,680 410 - 144 7,234

699 EXR) - 30 1,040

Share of earnings of affiliates - - 18 {6) 12
Earnings before income taxes and non-controfling interests 699 in 18 24 1,052
Income taxes 138 99 - 14 251
Non-controlling interests 320 134 6 (22) 438
Contribution to consolidated net earnings pL] 78 12 32 363

INFORMATION ON PROFIT MEASURE

i THREE MONTHS ENDED MARCH 31, 2006 LIFECO IGM PARIOINTCO OTHER TOTAL
l Revenues
| Premium income 3,695 - - - 3,695
' Net investment income 1,323 57 - 6] 1,374
! Fees and media income 657 589 - 84 1,330
5675 646 - 78 6,399
Expenses

Paid or credited to policyholders and
beneficiaries including policyholder

dividends and experience refunds 4,001 - - - 4,001
Commissions 342 202 - (12) 532
QOperating expenses 626 149 - 129 904
Financing charges 47 p) - 13 az

5016 373 - 130 5,519

659 273 - (52) 830

Share of earmings of affiliates - - 10 {3} 7

Earnings before income taxes and non-controlling interests 659 273 10 {55) 887
Income taxes 169 87 - (2) 254 '

Non-controfling interests 282 118 3 (24) 379

Contribution to consolidated net earnings 208 68 7 {29) 254
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Note 13. Acquisitions

PUTNAM INVESTMENTS TRUST
On February 1, 2007, Lifece announced that it had entered into agreements with Marsh & McLennan Companies, Inc. whereby Lifeco will acquire the
asset management business of Putnam Investments Trust {Putnam), and Great-West Life will acquire Putnam’s 25% interest in TH. Lee Partners for
approximately $402 million (US5350 million). The parties will make an election under section 338{(h){10) of the U.S. Internal Revenue Code that will
resultin a tax benefit that Lifeco intends to securitize for approximately $632 million (US$550 million). In aggregate these transactions represent a
value of approximately $4.5 billion {U5$3.9 billion).

Funding for the transaction will come from internal resources as well as from proceeds of an issue of Lifeco common shares of no more than
$1.2 billion, the issuance of debentures and hybrids, a bank credit facility, and an acquisition tax benefit securitization. This transaction is subject to
regulatory approval and certain other conditions.

OTHER ACQUISITIONS
On Aprit 9, 2007, Great-West Life Annuity Insurance Company (GWL&A) entered into an agreement to acquire an 80% majority interest in Benefit
Management Corp, whose principal subsidiary is Allegiance Benefit Plan Management, Inc., a Montana-based third-party administrator of employee
health plans, )
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POWER FINANCIAL CORPORATION

PART B

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
OPERATING RESULTS

Page B2

FINANCIAL STATEMENTS AND NOTES

Page BIN

MARCH 31, 2007

The attached documents concerning Power Financial Corporation are documenis prepared and publicly disclosed by such
subsidiary. Certain statements in the attached documents, other than staternents of historical facs, are forward-looking
statements based on certain assumptions and the current expectations of the subsidiary as set forth therein. The reader is
cautioned to consider these statements carefully and nat to put undue refiance on forward-looking statements. For furiher
information provided by the subsidiary as to the material factors that could cause actual results 1o differ materially from a
conclusion, forecast or projection in the forward-looking information and the material factors and assumptions that were
applied in drawing a conclusion or making a forecast or projection set out in the forward-looking information, please see the
attached documents, including the section entitled Ferward-Looking Statements,
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POWER FINANCIAL CORPORATION

MANAGEMENT'S DISCUSSION AND ANALYS1S OF OPERATING RESULTS
ALL TABULAR AMOUNTS ARE IN MILLIONS OF CANADIAN DOLLARS UNLESS OTHERWISE NOTED.

MAY 9, 2007

The following sets forth management's discussion and analysis (the MD&A) of the interim consolidated financial position and results of operations of
Power Financial Corparation (Power Financiat or the Corporation} for the three-month period ended March 31, 2007 (the interim MD&A). This document
should be read in conjunction with the unaudited interim consolidated financial statements of Power Financial and notes thereto for the three-month
period ended March 31, 2007, management's discussion and analysis of operating results for the year ended December 31, 2006 (the 2006 MD&A),
and the consolidated financial statements and notes thereto for the year ended December 31, 2006 (the 2006 Consolidated Financial Statements).
Additional information relating to Power Financial, including the Annual Information Form, may be found on SEDAR at www.sedar.com,

FORWARD-LOOKXING STATEMENTS » Certain statements in this MD&A, other than statements of historical fact, are forward-looking statements based on certain
assumptions and reflect the Corporation’s, its subsidiarles’ or affiliate’s current expectations, These statements may include, without limitation, statements regarding
the operations, business, financial condition, priorities, ongoing objectives, strategies and outlook of Power Financia), its subsidiaries or affiliate for the current fiscal year
and subsequent periods. Forward-locking statements include statements that are predictive in nature, depend upon or refer to future events or conditions, or include
words such as "expects”, "anticipates”, "plans’, “believes’, "estimates”, “intends”, *targets”, "projects’, "forecasts” or negative versions thereof and other similar expressions,
or future or conditional verbs such as “may”, “will", “should”, "would” and "could”.

This information is based upon certain material factors or assumptions that were applied in drawing a conclusion or making a forecast or projection as reflected in the
forward-looking statements, including the perception of historical trends, current conditions and expected future devetopments, as well as other factors that are believed
to be appropriate in the circumstances.

By its nature, this information is subject to inherent risks and uncertainties that may be general or specific. A variety of material factors, many of which are beyond the
Corporation’s, its subsictiaries” and affiliate’s control, affect the operations, performance and results of the Corporation, its subsidiaries and affiliate, and their businesses,
and could cause actual results to differ materially from current expectations of estimatedt or anticipated events or results. These factors include, but are not limited to:
the impact or enanticipated impact of general economic, political and market factors in North America and internationally, interest and foreign exchange rates, global
equity and capital markets, management of market liquidity and funding risks, changes in accounting policies and methods used 10 report financial condition, including
uncertainties associated with critical accounting assumptions and estimates, the effect of applying future accounting changes, business competition, technological
change, changes in government regulation and legislation, changes in tax laws, unexpected judicial or requlatory proceedings, catastrophic events, the Corporation’s,
Its subsidiaries’ or affiliate’s ability 1o complete strategic transactions and integrate acquisitions, and the Corporation's, its subsidiaries’ or affiliate’s success in anticipating
and managing the foregoing risks.

The reader Is cautioned that the foregoing list of factors is not exhaustive of the factors that may affect any of the Corporation’s, its subsidiaries’ and affiliate’s
forward-logking statements, The reader is also cautioned to consider these and other factors carefully and not to put undue reliance on forward-looking statements.

Other than as specifically requited by law, the Corporation undertakes no obdigation to update any forward-looking statement to reflect events or circumstances after the
date on which such statement Is made, or to reflect the occurrence of unanticipated events, whether as a result of new information, future events or results, or otherwise.

Additional information about the risks and uncertainties of the Corporation’s business is provided in its disclosure materials, including its most recent Annual Information
Ferm, filed with the securities regulatory authorities in Canada, availabte at www.sedar.com.

Changes to Internal Controls

During the first quarter of 2007, there were no changes in the Corporation’s internal controls over financial reporting that have materially affected,
or are reasonably likely to materially affect, the Corperation’s internal controls over financial reporting.

Overview

Power Finandial is a holding company with substantial interests in the financial services industry through its controlling interests in Great-West
Lifeco Inc. (Lifeco} and IGM Financial Inc. (IGM). Power Financial also holds, together with the Frére group of Belgium, an interest in Pargesa Holding
S.A. (Pargesa).

For a more complete description of the activities and results for Lifeco and IGM, readers are referred to parts C and D of this interim MD&A
which consist of their respective interim MD&A and financial statements, as prepared and disclosed by these companies in accordance with
applicable securities legislation. This information is also available either directly from SEDAR {www.sedar.com) or from the Web sites of Lifeco
(www.greatwestlifeco.com) or IGM fwww.igmfinancial.com).

On March 31, 2007, Power Financial and IGM held 70.5% and 4.2%, respectively, of Lifeco’s common shares, representing approximately 65% of the
voting rights attached to all outstanding Lifeco voting shares.

On the same date, Power Financial and The Great-West Life Assurance Company (Great-West Life) held 55.9% and 3.5%, respectively, of IGM's
common shares.

Part E consists of information relating to Pargesa derived from the press release issued by Pargesa on May 3, 2007.

Power Financial Europe BV, a wholly owned subsidiary of Power Financial, and the Frére group each hold a 50% interest in Parjointco, which at the
end of March 2007 held a 54.1% equity interest in Pargesa, representing 62.9% of the voting rights of that company.
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The Pargesa group has substantial hotdings in major companies based in Europe. These investments are held by Pargesa directly or through its
affiliated Belgian holding company, Groupe Bruxelles Lambert {GBL). As of March 31, 2007, its portfalio was composed of interests in various sectors,
including oil, gas and chemicals through Total S.A. (Total); energy, water and waste services through Suez; specialty minerals through Imerys; cement
and building materials through Lafarge and wine and spirits through Pernod Ricard, in which GBL made its initial investment in the latter part of
2006. In addition, Pargesa and GBL have also invested or committed to invest in the area of private equity, including in the French private equity
funds Sagard 1and 2, whose management company is a subsidiary of Power Corparation of Canada (Power Corporation).

As previously disclosed, GBL sold to Bertelsmann its 25.1% equity interest in that company for cash consideration of €4.5 bitlion, generating a gain
of approximately €2.4 bilfion for GBL. The transaction closed on tuly 4, 2006. The impact of this gain on Power Financial’s non-operating earnings
in the third quarter of 2006 was 5356 million.

Outstanding Number of Common Shares

As of the date herecf, there were 704,893,680 common shares of the Corporation outstanding, compared with 704,813,680 as of December 31, 2006
and December 31, 2005. The increase in the number of outstanding common shares results from the exercise of stock options under the Corporation’s
Employee Stock Option Plan,

Basis of Presentation and Summary of Accounting Policies

The Consolidated Financial Statements of the Corporation have been prepared in accordance with generally accepted accounting principles in
Canada (Canadian GAAP) and are presented in Canadian dollars.

Changes in Accounting Policies

Effective January 1, 2007, the Corporation adopted the new provisions of the Canadian Institute of Chartered Accountants (CICA) Handbook on
Accounting for Financial Instruments. The new sections on Financial Instruments, Hedges and Comprehensive Income, including revisions to the
section on Life Insurance Enterprises, replace all previous guidance on these items issued by the CICA.

These standards require that all financial assets be classified as available for sale, held to maturity, trading, or foans and receivables, The standards
require that all financial assets be carried at fair value, if determinable, in the balance sheet, except loans and receivables, including mortgages
and securities classified as held to maturity, which are carried at amortized cost using the effective interest method. Financial liabilities must be
classified as either trading, which are carried at fair value, or other than held for trading, which are carried at amortized cost using the effective
interest method,

Changes in the fair value of trading securities are reported in eamings, while changes in the fair value of securities that are available for sale are
recorded in Other comprehensive income until realized or impaired, at which time they are recorded in the statement of earnings. All derivatives,
including embedded derivatives that must be separately accounted for, except those described below, must be recorded at fair value in the balance
sheet and the changes in fair value must be recorded in the statement of earmings.

Derivative instruments specifically designated as a hedge and meeting the c¢riteria for hedge effectiveness may offset changes in fair values or
cash flows of hedged iterns, A hedge must be designated as a cash flow hedge, fair value hedge, or a hedge of net investments in self-sustaining
foreign operations. A fair value hedge requires the change in fair value of the hedging derivative and the change in fair value of the hedged item
relating to the hedged risk to both be recorded in the statement of earnings. A cash flow hedge requires the change in fair value of the derivative,
1o the extent effective, to be recarded in Other comprehensive income, which will be reclassified to earnings when the hedged transaction impacts
earnings. Any hedge ineffectiveness on a cash flow hedge is recorded in the statement of earnings.

A consolidated statement of comprehensive income is included in the Corporation’s financial statements. Unrealized gains and losses on financial
assets that are held as available for sale, the effective portion of changes in the fair value of cash flow hedging instruments and unrealized foreign
currency translation gains and losses are recorded in the statement of comprehensive income until recognized in the statement of earnings.
Accumulated other comprehensive income forms part of Shareholders’ equity.

As described in Part C of this interim MD&A, investments backing actuarial liabilities, investments backing participating account surplus in The Canada
Life Assurance Company {Canada Life), and preferred shares classified as liabilities are designated as held for trading using the fair value option.
Changes in the fair value of these investments flow through Net earings. The impact for assets backing actuariat liabilities is largely offset by cor-
responding changes in the actuarial liabilities which also flow through Net eamings. Investments backing Lifeco’s shareholder capital and surplus,
with the exception of the investrments backing participating account surplus in Canada Life, are classified as available for sate. Unrealized gains and
losses on these investrments flow through Other comprehensive income until they are realized. Certain investment portfolios are classified as held
for trading as a reflection of their underlying nature. Changes in the fair value of these investments flow through Met earnings. There has been nc
change to the Corporation's method of accounting for real estate or loans,

In addition, effective January ), 2007, Lifeco no tonger defers net realized gains on financial instruments (bonds, shares, and mortgages), nor does it
carry investments in shares at cost plus a moving average market value adjustment for unrealized gains and losses. On January 1, 2007, deferred net
realized gains on bonds, shares, and mortgages carried on the balance sheet were eliminated with corresponding adjustments to retained earnings
and actuarial liabilities. At December 31, 2006, deferred net realized gains totalled $2,821 million or $2,628 million exctuding real estate.
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On January 1, 2007 IGM’s securities portfolio was designated as available for sale. The loans portfolio was designated as loans and receivables and
is carried at amortized cost. Deposits and certificates were classified as other than held for trading and are carried at amortized cost.

As mentioned above, a significant portion of the Pargesa portfolio— namely the investments in Total, Suez, Lafarge and Pernod Ricard— are
not consolidated or accounted for using the equity method. These investments have been classified by Pargesa as available for sale investments.

As a consequence of the new standards, transition adjustments were made on January 1, 2007 to certain existing financial instruments to adjust their
carrying value to market, ta recognize derivative financial instruments on the balance sheet and 1o eliminate the recognition of deferred realized
gains with corresponding adjustments to actuarial liabilities. The foflowing table summarizes the adjustments required to adopt the new standards:

CONSOLIDATED BALANCE SHEET

DECEMBER 31, JANUARY 1,
2006 LIFECO 1GM PARJOINTCO 2007
Assets
Cash and cash equivalents 5138 5,138
Investments
Shares 4,602 661 96 5359
Bonds 65,246 1,016 66,262
Mortgages and other loans 15,823 (46) 15777
Loans to policyholders 6,776 6,776
Real estate 2,218 2218
94,665 1,631 96 96,392
Investment in affiliate, at equity 2137 §,157 3,294
All other assets 28,546 (153) 3 28,396
130,486 1,478 99 1,157 133,220
Liabilities
Policy liabilities . 93,978 3,896 97,874
funds held under reinsurance contracts 1,822 121 1,943
Deferred net realized gains 2,821 (2,628) 193
Preferred shares of the Corporation 300 300
Preferred shares of subsidiaries 1,325 71 1,396
All other liabilities 11,605 53 11,658
111,851 1,460 53 113,364
Non-controlling interests 7,213 99 19 7,331
Shareholders’ equity
Preferred shares 1,400 1,400
Common shares 593 593
Contributed surplus 56 56
Retained earnings 9,621 272} 9,349
Accumulated other comprehensive income 191 27 1,157 1,375
Accumulated other comprehensive income
[Foreign currency translation) (248) {248)
11,422 81) 27 1,157 12,525
130,486 1,478 99 1,157 133,220

For specific details as to the effect of these new standards on the Cerporation and more specifically on Lifeco's and IGM's financial statements,
the reader is referred to Parts C and D of this MD&A.

i

Inclusion of Pargesa’s Results

The investment in Pargesa is accounted for by Power Financial under the equity method. As described above, the Pargesa portfolio currently
consists primarily of investments in Imerys, Total, Suez, Lafarge and Pernod Ricard, which are held by Pargesa directly or through GBL. Imerys is
consotidated in the financial statements of Pargesa while the contribution from Total, Suez, Lafarge and Pernod Ricard {which will contribute for
the first time in 2007} to GBL's earnings consists of the dividends received from these compantes.

The contribution from Pargesa to Power Financlal’s earnings is based on the economic (flow-through) presentation of results used by Pargesa.
Pursuant to this presentation, “operating income” and “non-operating income” are presented separately by Pargesa. Power Financial's share of
non-operating income of Pargesa, after adjustrents or reclassifications if necessary, is included as part of "Other income” in the Corporation’s
financial statements.
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Results of Power Financial Corporation

This section is an overview of the results of Power Financial. In this section, consistent with past practice, the contributions from Lifeco and IGM,
which represent most of the earnings of Power Financial, are accounted for using the equity method in order to facilitate the discussion and analysis.
This presentation has no impact on Power Financial's net earnings, and is intended to assist readers in their analysis of the results of the Corporation.

NON-GAAP FINANCIAL MEASURES
In analysing the financial resuits of the Corporation and consistent with the presentation in previous years, net earnings are subdivided in this
section into the following components;

»  operating earnings; and

» other items, which includes, but is not limited to, the impact on the Corporation’s net earnings of Other income as presented in the Corporation’s
consolidated statements of earnings (net of income tax and non-controlling interests, if any).

Management has used these performance measures for many years in its presentation and analysis of the financial performance of Power Financial,
and believes that they provide additional meaningful information to readers in their analysis of the results of the Corporation.

*Operating earnings” exclude the after-tax impact of any item that management considers to be of a non-recurring nature or that could make the
period-over-period comparison of results from operations less meaningful, and also excludes the Corporation’s share of any such item presented
in a comparable manner by Lifeco or IGM,

Operating earnings and operating earnings per share are non-GAAP financial measures that do not have a standard meaning and may not be
comparable to similar measures used by other entities,

For the three-month periods ended March 31, 2007 and 2006, Other income was nil.
Review of Financial Performance

EARNINGS SUMMARY — CONDENSED SUPPLEMENTARY STATEMENTS OF EARNINGS
THREE MONTHS ENDED MARCH 31

2007 2006
PER PER
TOTALIM SHARE TOTALI? SHARE
Contribution to operating earnings from subsidiaries and affiliate 499 426
Results from corporate activities (13) {14)
Sub-total 486 412
Dividends on preferred shares, Series C and J (4) (4)
Operating earnings 2 482 0.66 408 056
Other items - - _ -
Net earnings 482 0.66 408 0.56

N1 Before dividends on perpetual preferred shares Issued by the Corporation, which amounted to $19 millien and $16 miflion in the three-month perlods ended March 31, 2007
and 2006, respectively.

[2] Operating earnings per share are calculated after deducting dividends on perpetual preferred shares from operating earnings.

OPERATING EARNINGS
Operating earnings for the three-month period ended March 31, 2007 were $482 million, or $0.66 per share, compared with $408 million,
or $0.56 per share in the same period in 2006. This represents an 18.4% increase on a per share basis.

SHARE OF OPERATING EARNINGS FROM SUBSIDIARIES AND AFFILIATE
Power Financial’s share of operating earnings from its subsidiaries and affiliate increased by 171% in the Arst quarter of 2007, compared with the
same period in 2006, from $426 million to $499 million.

Lifeco’s contribution to Power Financial's operating earnings was $363 million for the three-month period in 2007, compared with $313 miltion for
the corresponding period in 2006.

»  Lifeco reported net income to common shareholders for the three months ended March 31, 2007 of $514 million, compared with $446 million for
the same period in 2006, an increase of 15%. Earnings per share were $0.576 for the period, compared with $0.501in the corresponding period
in 2006, an increase of 15% for the quarter.

For the three-month periods ended March 31, the contribution from IGM to operating earnings was $118 miflion in 2007, compared with $103 million
in 2006.

> IGM reported net income for the three months ended March 31, 2007 of $211 million, compared with $185 million for the same period in 20086,
an increase of 13.7%. Diluted eamings per share were $0.79 for the period, compared with $0.69 in 2006, an increase of 14.5% for the quarter,
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l POWER FINANCIAL CORPORATION ‘

The contribution from the European affiliate 1o Power Financial's operating earnings was $18 million in 2007, compared with $10 million in the
conresponding period in 2006,

» Pargesa’s operating results for the first quarter of 2007 were SF78 million, compared with SF45 million in the corresponding period in 2006.

»  As noted above, as a consequence of the sale by GBL of its interest in Bertelsmann in July 2006, the results of Pargesé commencing in the
third guarter of 2006 no longer’include a contribution from this company when comparing with the first quarter of 2006, This was however
more than offset by Pargesa’s share of gains recorded by GBL from its investment in private equity funds, including Sagard 1, a French private
equity fund, managed by a subsidiary of Power Corporation as well as by higher net interest income, Results of Pargesa for the first quarter
do not include any contribution from Total, Suez, Lafarge and Pernod Ricard as these companies do not pay dividends in the first quarter,

As noted above, Parts € and D consist of the interim MD&A and financial statements of Lifeco and IGM, as prepared and disclosed by these companies
in accordance with applicable securities legislation. Part E consists of information relating to Pargesa, derived from publicly disclosed information,

RESULTS FROM CORPORATE ACTIVITIES
Results from corporate activities, before dividends on preferred shares Series C and J, were net charges of $13 million and $14 million in the first
quarters of 2007 and 2006, respectively. The variance reflects, mainly, higher income from investments in 2007 compared with 2006, resulting primarily
from an increase in both average cash balances and returns partly offset by an increase in operating expenses,

Dividends on preferred shares, Series C and J, which are classified as financing charges, amounted to %4 million in the three-month periods
of 2007 and 2006.

OTHER ITEMS
For the three-month period ended March 31, 2007, other items not included in operating earnings was nil as in the corresponding period of 2006,

NET EARNINGS
Therefore, net earnings for the quarter were $482 million or $0.66 per share in the first quarter of 2007, compared with 5408 million or $0.56 per
share in the corresponding period in 2006,

Financial Position, Liquidity and Capital Resources

CONDENSED SUPPLEMENTARY BALANCE SHEET

MARCH 31, DECEMBER 31, MARCH 31, DECEMBER 31,
2007 2006 2007 2006
CONSOLIDATED BASIS EQUITY BASISHI
Assets
Cash and cash equivalents 4,583 5,138 729 730
tnvestments at equity 3,33 2,137 12,903 11,592
Other investments 105,300 94,665
Other assets 19,416 28,546 84 3
Total 132,630 130,486 13,716 12,403
Liabilities
Policy liabilities
Actuarial liabilities ) 92,786 89,490
Other 4,382 4,488
Other liabilities 9,626 12,283 429 431
Preferred shares of the Corporation 300 300 300 300
Preferred shares of subsidiaries 1,394 1,325
Capital trust securities and debentures 634 646
Debentures and other borrowings 3,308 3,319 250 250
112,430 111,851 979 o381
Non-controlling interests 7,463 7,213
Shareholders’ equity
Perpetual preferred shares 1,400 1,400 1,400 1,400
Commaon shareholders’ equity 11,337 10,022 11,337 10,022
12,737 11,422 12,737 11,422
Total 132,630 130,486 13,716 12,403
Consolidated assets and assets under administration 350,805 339,996

[} Condensed supplementary balance sheet of the Corporatlon with Lifeco and IGM accounted for using the equity methed.
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CONSOLIDATED BASIS
The conselidated balance sheets include Lifeco's and IGM's assets and liabilities. Parts C and D of this MD&A relating to these subsidiaries include
a presentation of their balance sheets,

Total assets increased to $132,630 million at March 31, 2007, compared with $130,486 million at December 31, 2006. The increase in assets is primar-
ily due to the transitional adjustrenits refated to the application of the new accounting standards on financial instruments, as described above.
The increase in Other investments reflects in particular the effect of the Equitable Life transaction in the European segment of Lifeco, in which
59.5 billion of invested assets were acquired. This transaction closed during the first quarter of 2007 and as a consequence Other assets decreased
by a corresponding amount, reflecting a reduction in funds held by ceding insurers,

Assets under administration include segregated funds of Lifeco and IGM's assets under management, at market values. The market valve of
Lifeco’s segregated funds was $93 bitlion at the end of March 2007, compared with $90 billion at the end of 2006. 1IGM’s assets under management
at market value, including those of Mackenzie Financial Corporation {Mackenzie) and Investment Planning Counsel, were $123 billion at the end of
March 2007, compared with $19 billion at the end of 2006.

EQUITY BASIS
Under the equity basis presentation, Lifeco and IGM are accounted for using the equity methad. This presentation has no impact on Power Financial's
Shareholders’ equity, and is intended to assist readers in isolating the contribution of Power Financial, as the parent company, to consolidated
assets and liabifities,

Cash and cash equivalents held by Power Financial amounted to $729 million at the end of March 2007, compared with $730 million at the end of
December 2006.

In managing its own cash and cash equivalents, Power Financial may hold cash balances or invest in short-term paper or equivalents, as well as
deposits, denominated in foreign currencies and thus be exposed to fluctuations in exchange rates. In order to protect against such fluctuations,
Power Financial from time to time enters into currency-hedging transactions with highly rated financial institutions. As at March 31, 2007, 99% of
the $729 million of cash and cash equivalents were denominated in Canadian dollars.

Investments at equity, which represent the carrying value of Power Financial's investments in Lifeco, IGM and Parjointco, increased to $12,903 million,
compared with $11,592 million at the end of December 2006, This increase is mainly due to:

»  Power Financial’s share of net earnings from its subsidiaries and affiliate, net of dividends received, amaunting to $275 million;

» the impact of new accounting rules on financial instruments which became effective for the Corporation as of January 1, 2007, for a net amount
of 1036 million, which represents principally Power Financial's share of Other camprehensive income from its subsidiaries and affitiate. This
item includes the impact of the transitional adjustment recognized on January 1, 2007 {first time application of the new rules) for an amount
of $1,103 million; and

* g negative variation of $38 million in foreign currency translation adjustments, related o the Corporation's indirect investments in Lifeco’s
foreign operations and in Pargesa.

Cash Flows

CONSOLIDATED CASH FLOWS

THREE MONTHS ENDED MARCH 31

2007 2006
Cash flow from operating activities 208 (409
Cash flow from financing activities (299) (431)
Cash flow from investing activities (448) (169)
Effect of changes in exchange rates on cash and cash equivalents (16) 30
Increase [decrease] in cash and cash equivalents (555) 610y
Cash and cash equivalents, beginning of year 5,138 4642
Cash and cash equivalents, end of period 4,583 4032

On a consclidated basis, cash and cash equivalents decreased by $555 million in the three-month period ended March 31, 2007, compared with
a decrease of $610 million in the corresponding period in 2006.

Operating activities produced a net inflow of $208 million in the three-month pericd ended March 31, 2007, compared with a net outflow of
$40 million in the corresponding period in 2006.

» For 2007 Lifeco’s cash flow from operations was a net inflow of $178 million, compared with a net outflow of $52 million in the corresponding
period in 2006, The increase in cash flow from operations compared to 2006 is mainly due 1o higher premium income and investment income
partially offset by higher payments to policyholders. Cash flows generated by operations were used to acquire an additional $310 million of
invested assets, including bonds, shares, mortgages and real estate to support policy liabilities and to fund financing activities,
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» Operating activities of IGM, before payment of commissions, generated $174 million in 2007, as compared with $165 million in 2006.
Cash commissions paid were S117 million in the first quarter of 2007, compared with $121 milfion in the first quarter of 2006.

Cash flows from financing activities, which include dividends paid on the Corporation’s common and preferred shares as wel!l as dividends paid
by subsidiaries to non-controlling interests, resulted in a net outflow of $299 million in 2007, compared with net outflows of $431 million in 2006.

Financing activities during the quarter ended March 31, 2007 compared to the same period in 2006 include:
» Dividends paid on a consolidated basis in 2007 of $320 million, compared with $27¢ miflion in 2006.

»  There was nolrepayment of lang-term debt in 2007, compared with $150 million in 2006, which consisted of the repayment by Power Financial
of its $150 million debentures which matured in January 2006.

» Repurchase for cancellation by subsidiaries of the Corporation of their commen shares in the amount of $18 million in 2007, compared with
$22 million in 2006.

Cash flows from investing activities resulted in net outflows of $448 million in 2007, compared with net outflows of $169 million in the same period
in 2006.

»  Investing activities at Lifeco in 2007 resulted in a net outflow of $310 million, as mentioned above, compared with a net outflow of $40 million
in 2006.

> Investing activities at IGM resulted in a net outflow of $138 million in 2007, compared with a net outflow of $129 miltion in 2006.

Cash flows from activities of Lifeco and IGM are described in their respective MD&A in Parts C and D of this MD&A related to these subsidiaries,

CORPORATE CASH FLOWS

Power Financial is a holding company. As such, corporate cash flows from operations, before payment of dividends, are principally made up of
dividends received from its subsidiaries and affiliate and income from investments, less operating expenses, financing charges and income taxes.
The ability of Lifeco and IGM, which are also holding companies, to meet their obligations generally and pay dividends depends in particular upon
receipt of sufficient funds from their subsidiaries. The payment of interest and dividends by Lifeco’s principal subsidiaries is subject to restrictions
set out in relevant insurance and corporate laws and regulations, which require that solvency and capital standards be maintained, As well, the
capitalization of Lifeco’s principal subsidiaries takes into account the views expressed by the various credit rating agencies that provide ratings
related to financial strength and other measures relating to those companies. The payment of dividends by IGM's principal subsidiaries is subject
to corporate laws and regulations which require that solvency standards be maintained. In addition, certain subsidiaries of IGM must also comply
with capital or liquidity requirements established by regulatory authorities,

Dividends declared by Lifeco and IGM in 2007 on their comman shares amounted to $0.255 and $0.4275 per share, respectively, compared with
$0.22375 and $0.37 per share, respectively, in the first quarter of 2006.

Pargesa pays its dividends in the second quarter. The dividend payable in 2007, which was approved at Pargesa’s annual meeting held on May 3, 2007,
amounts 1o SF2.37 per bearer share, cornpared with $F2.15 in 2006.

In the first quarter of 2007, Power Financial declared dividends of $0.2675 per share on its common shares compared with $0.2325 per share in the
same period in 2006. This represents a 151% inCrease,

Sharehelders’ Equity

Common shareholders’ equity was $11,337 million at the end of March 2007, compared with $10,022 milfion at December 31, 2006, The increase of

$1,315 million is mainly due to:

»  a $3 million increase in retained earnings, reflecting net earnings of 5482 million, dividends declared of $207 million and a negative amount of
$272 million resulting from the change in accaunting policy as described in the section on Changes in Accounting Policies;

»  the first time recording of Other comprehensive income in the amount of $1,375 million. For more details, refer to the section on Changes in
Accounting Policies; and

» changes to accumulated other comprehensive income of negative $67 million, which includes a negative variation of 538 million in foreign
currency translation, as mentioned previously.

There were 80,000 commen shares issued by the Corporation in the first quarter of 2007 pursuant to the Corporation’s Employee Stock Option

Plan, for an amount of $1 million.

As a result of the above, book value per common share of the Corporation increased to $16.08 at the end of March 2007, compared with $14.22 at
the end of 2006.
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RATINGS OF THE CORPORATION
As of the date hereof, ratings of certain of the Corporation’s securities are as follows:

DOMINION BOND STANDARD & POOCR’S
RATING SERVICEM RATINGS SERVICESH
Preferred shares

Cumulative PFd-1 (low) Canadian scale P-1 {Low)
Global scale A-
Non-cumulative Pfd-1 {low) Canadian scale P-1 {Low)
Global scale A-
Senior debentures AA (low) A+

[}] On February 1. 2007, Dominion Bond Rating Service placed the ratings “Under Review with Developing Implications” following the announcement by Lifeco to acquire
Putnam Investments Trust (Putham).

[2} The cutlock and the Corporation’s ratings are stable. On February 1, 2007, Standard & Poor's Ratings Services confirmed ratings were unaffected followling the announcement
by Lifeco to acqulre Putnam. )

Summary of Critical Accounting Estimates

There were no changes to the critical accounting estimates from those reported at December 31, 2006 (please refer to the 2006 MD&A).

Off-Balance Sheet Arrangements

SECURITIZATIONS
There were no changes to IGM's liquidity management practices related 1o securitizations during the three-month period ended March 31, 2007
IGM’s liquidity management practices include the periodic transfers of mortgages and personal loans to comrmercial paper conduits that in turn
issue securities to investors. IGM retains servicing responsibilities and ceriain elements of recourse with respect to credit losses on transferred loans.
In 2007, IGM entered into securitization transactions through its morigage banking operations with proceeds of $311 million (2006 — $86 million).
Securitized loans serviced at March 31, 2007 totalled $1,762 million, compared with $1,547 million at the end of 2006. The fair value of IGM’s retained
interest was $46 million at March 31, 2007 and $43 million at December 31, 2006,

Commitments/Contractual Obligations

There have been no material changes in the contractual obligations of the Corporation or its subsidiaries from those reported at the end
of 20G6.

Financial Instruments

DERIVATIVE FINANCIAL INSTRUMENTS
In the course of their activities, the Corporation and its subsidiaries use derivative financial instruments, When using such derivatives, they only act
as limited end-users and not as market-makers in such derivatives.

The use of derivatives is monitored and reviewed on a regular basis by senior management of the companies. The Corporation and its subsidiaries
have each established operating policies and processes relating 1o the use of derivative financial instruments, which in particular aim at:

»  prohibiting the use of derivative instruments for speculative purposes;

»  documenting transactions and ensuring their consistency with risk management policies;
» demonstrating the effectiveness of the hedging relationships; and

»  monitoring the hedging relationships.

There were no major changes to the Corporation’s and its subsidiaries’ policies and procedures with respect to the use of derivative instruments in
2007, In addition, there has not been a material change in either the notional amount outstanding or in the exposure to credit risk that represents
the market value of those instruments which are in a gain position. For an overview of the use of derivative financial instruments, please refer to
the 2006 MD&A and to Note 23 to the 2006 Consolidated Financial Statements.
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Summary of Quarterly Results

2007 2006 2005

Ql Q4 Q3 Q2 Ql Q4 Q3 Q2 Qi

Revenues 8,068 9,096 7179 7,230 6,285 7,092 5,734 6,283 6,975
Operating earnings 213 482 472 439 483 408 450 414 449 381
per share — basic 0.66 0.65 0.60 0.66 0.56 0.61 057 0.62 052
Other items 21 - 2 356 &) - e (24 2 2)
per share — basic - - 0.50 {.01) - €01 © 00 0.00 0.00
Net earnings 482 474 795 478 408 441 390 451 379
per share — basic 0.66 0.65 1.10 0.65 0.56 0.60 0.54 0.62 0.52
per share —diluted 0.65 0.64 1.10 0.65 0.55 0.60 0.53 0.62 052

[l The contribution fram Pargesa to operating earnings includes Pargesa's share of the dividends paid by Total, Suez, Lafarge (starting in 2006), and Pernod Ricard (starting
in 2007), as well as, for the last time in 2006, Pargesa's share of the portion of the dividend recelved by GBL from Bertelsmann, which was considered a preferred dividend
{Pargesa's share: SF37 million in 2006 and SF30 million In 2005) and thus recorded as income. These dividends contribute signiicantly to Pargesa’s operating results, Dividends
from Suez, Lafarge and Pernod Ricard (Pargesa has not received to date any dividend from Pernod Ricard) are received once a year, during the second quarter. Total pays
its dividend in two instalments, in the second and fourth quarters.

Lifeco recorded, in the third and fourth quarters of 2005, reinsurance provisions of $30 million and $13 million afier tax, respectively, for expected Yosses arising from hurricane
damnages in 2005, Power Financlal's share of this specific charge was $22 milfion or $0.03 per share in the third quarter and $9 million or $0.01 per share in the fourth quarter
of 2005. In addition, Other items in 2005 also included Power Financial’s share of restructuring costs recorded by Lifeco In connection with the acquisition of Canada Life.
Other items alse include, in the second quarter of 2006, the Corporation’s share of tax benefits recorded by IGM (please also refer to the 2006 MD&A), as well as, In the third
quarter of 2006, an amount of $356 million representing the impact on the Corporatlon of the gain recorded by GBL as a result of the sale of its interest in Bertelsmann.
[3] For a definition of this non-GAAP financlat measure, please refer to Results of Power Financial Corporation — Non-GAAP Financlal Measures.

[2
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CONSOLIDATED BALANCE SHEETS
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MARCH 31, DECEMBER 31,
2007 2006
[in millions of dollars] [unaudited]
Assets
Cash and cash equivafents 4,583 5,138
Investments [Note 2]
Shares 5,601 4,602
Bonds 74,861 65,246
Martgages and other loans 15,881 15,823
Loans to policyholders 6,731 6,776
Real estate 2,226 2218
105,300 94,665
Funds held by ceding insurers 1,866 12,371
Investment in affiliate, at equity 3,331 2,137
Intangible assets 2,605 2,615
Goodwill 8,364 8,342
Future income taxes 411 455
Other assets 6,170 4,763
132,630 130486
Liabilities
Policy hiabilities
Actuarial liabilities 92,786 89,450
QOther 4,382 4,488
Deposits and certificates 808 778
Funds held under reinsurance contracts 1,964 1,822
Debentures and other borrowings [Note 3] 3,308 309
Preferred shares of the Corporation {Note 6] 300 300
Preferred shares of subsidiaries 1,394 1,325
Capital trust securities and debentures [Note 4] 634 646
Future income taxes 914 853
Other liabilities 5,940 8830
112,430 111,851
Non-controlling interests [Note 5] 7.463 N3
Shareholders’ Equity
Stated capital [Note 6]
Perpetual preferred shares 1,400 1,400
Common shares 594 593
Contributed surplus 59 56
Retained earnings 9,629 9,621
Accumulated other comprehensive income [loss] [Note 7] 1,060 248)
12,737 11,422
132,630 130,486
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CONSOLIDATED STATEMENTS OF EARNINGS

THREE MONTHS ENDED MARCH 31

[in millions of dollars, except per share amounts} [unaudited] 2007 2006
Revenues
Premium income 5613 3.695
Net investment income 1,047 1,356
Fee income 1,408 1.234
8,068 6,285
Expenses
Paid or credited to policyholders and beneficiaries including
policyholder dividends and experience refunds 5,584 4,00t
Commissions 596 532
QOperating expenses 839 789
Financing charges [Note 8] 85 81
7.104 5403
964 882
Share of earnings of affiliate 18 10
Earnings before income taxes and non-controlling interests 982 892
Income taxes 237 253
Non-controlling interests [Note 5] 263 231
Net earnings 482 408 -
Earnings per common share {Note 9]
Basic 0.66 0.56
Diluted 0.65 0.55
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
THREE MONTHS ENDED MARCH 31
(In milllans of dollars) [unaudited] 2007 2006
Net earnings 482 408
Other comprehensive income [loss]
Net unrealized gains [losses] on avaitable-for-sale assets
Unrealized gains [losses) (13) -
Income tax an unrealized gains [losses} 3 -
Reclassification of realized [gains] losses to net earnings (72) -
Income tax on reclassification of realized [gains) losses to net earnings 15 -
{67) -
Net unrealized gains [losses] on cash flow hedges
Unrealized gains {losses] 2 -
Income tax on unrealized gains (losses) - -
Reclassification of realized [gains] losses to net earnings 27 -
Income tax on reclassification of realized [gains] losses to net earnings (5) -
24 -
Net unrealized gains [losses] on foreign currency translation (58) 67
Other comprehensive income before non-controlling interests (101) 67
Non-controlling interests 34 )]
Other comprehensive income [loss] (67) 58
Comprehensive income 415 466
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS® EQUITY

THREE MONTHS ENDED MARCH 31
[In millions of dollats] [unaudited) 2007 2006

Stated capital - Perpetual preferred shares

Perpetual preferred shares, beginning of year 1,400 1,200
Issue of perpetual preferred shares - -
Perpetual preferred shares, end of period 1,400 1,200

Stated capital - Common shares

Common shares, beginning of year 593 593
Issue of commaon shares under stock option plan 1 -
Common shares, end of period 594 503

Contributed surplus

Contributed surplus, beginning of year 56 38
Stock options 4 5
Non-controlling interests (1) )
Contributed surplus, end of period 59 42

Retained earnings
Retained earnings, beginning of year

l NOILYHOJEO0D TYIDNYNIZ HIM04 ;

As previously reported 9,621 8,249
Change in accounting policy [Note 1] {272} -
As restated 9,349 8,249
Net earnings 482 408
Dividends to shareholders
Perpetual preferred shares (19} {16)
Common shares {188} (164)
Retained earnings, end of period 9,624 8,477

Accumulated other comprehensive income [loss] [Note 7]

Accumulated other comprehensive income [loss, beginning of year {248} (682)
Change in accounting policy [Note 1) 1,375 -
Other comprehensive income [loss] {67} 58
Accurnulated other comprehensive income [loss), end of period 1,060 (624)
Total Shareholders’ Equity 12,737 9,688
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CONSOLTDATED STATEMENTS OF CASH FLOWS

THREE MONTHS ENDED MARCH 31

| Net earnings

POWER FINANCIAL CORPORATION '

fin milllons of dollars) [unaudited] 2007 2006
Operating activities
482 408
Non-cash charges [credits]
Increase [decrease] in poficy liabilities (52) 129
Decrease [increasel in funds held by ceding insurers 288 52
Increase [decrease] in funds held under reinsurance contracts 26 (78}
Amortization and depreciation 27 24
Future income taxes 9 75
Non-controlling interests 263 231
Other 718 (428}
Change in non-cash working capital {1,553) (453}
208 (40y
Financing activities
Dividends paid
By subsidiaries to non-controlling interests {113} (98)
Perpetual preferred shares {19} (17}
Common shares (188) {164)
(320 (279}
Issue of common shares 1 -
Issue of common shares by subsidiaries 18 18
Repurchase of common shares by subsidiaries (18) (22}
Repayment of debentures and other borrowings - {150
20 2
(299) {431}
Bond sales and maturities 6,532 7132
Mortgage loan repayments 469 438
Sales of shares 365 347
Real estate sales 19 119
Proceeds from securitizations 311 86
Change in loans to policyholders (34) (87)
Change in repurchase agreements (427) 14
Investment in bonds (5,943) (7,093}
Investment in mortgage toans (939) {786)
Investment in shares (683) (363
Investment in real estate (113) 72
QOther (5) {4)
(448) (169)
Effect of changes in exchange rates on cash and cash equivalents {16) e
Increase [decrease] in cash and cash equivalents (555) (GY0)]
Cash and cash equivalents, beginning of period 5,138 4,642
Cash and cash equivalents, end of period 4,583 4,032

|
|
Qther
Investment activities
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POWER FINANCIAL CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS [UNAUDITED] MARCH 31, 2007
ALL TABULAR AMCUNTS ARE IN MILLIONS OF CANADIAN DQLLARS UNLESS GTHERWISE NOTED.

Note 1. Significant Accounting Policies

The interim unaudited consolidated financial statements of Power Financial Corporation at March 31, 2007 have been prepared in accordance
with generally accepted accounting principles in Canada (GAAP). These interim unaudited consolidated financial staterments should be read in
conjunction with the audited consolidated financial statements and notes thereto for the year ended December 31, 2006. These interim unaudited
consolidated financiat statements do not include all disclosures required for annual financial statements.

The interim unaudited consolidated financial statements have been prepared using the same accounting policies described in Note 1 of the
Corporation’s consolidated financial statements for the year ended December 31, 2006, except as noted below.

CHANGES IN ACCOUNTING POLICIES - FINANCIAL INSTRUMENTS
Effective January 1, 2007, the Corporation adopted the Canadian Institute of Chartered Accountants {CICA) Handbook Section 4211, Life nsurance
Enterprises; Section 3855, Financial Instruments - Recognition and Measurement; Section 3865, Hedges; Section 1530, Comprehensive Income.

Under these new standards, all financial assets, including derivatives, must be classified as available for sale, held for trading, held to maturity, or loans
and receivables. All financial liabilities, including derivatives, must be classified as held for trading or other. All financial instruments classified as
available for sale or held for trading are recognized at fair value on the Consolidated Balance Sheet while financial instruments classified as loans and
receivables or other will continue to be measured at amortized cost using the effective interest rate method. The standards allow the Corporation
to designate certain financial instruments, on initial recognition, as held for trading.

Changes in the fair value of financial instruments classified as held for trading are reported in Net earnings. Unrealized gains or losses on financial
instruments classified as available for sale are reported in Other comprehensive income until they are realized by the Corporation or until the assets
are other than tempoerarily impaired, at which time they are recorded in the Consolidated Statements of Earnings.

The Consolidated Statements of Comprehensive Income have been included in the Corporation’s financial statements, The Consalidated Statements
of Changes in Shareholders’ Equity have replaced the Consolidated Statements of Retained Earnings in the Corporation’s financial statements.
Unrealized gains and losses on financial assets classified as available for sale, the effective portion of changes in the fair value of cash flow hedging
instruments and unrealized foreign currency translation gains and losses are recorded in the Consolidated Statements of Comprehensive Income
on a net of 1ax basis, Other comprehensive income amounts arising from using the equity method to account for the Corporation’s investment
in its affiliate are recorded in the Consolidated Statements of Comprehensive Income, Accumutated other comprehensive income forms part of
Shareholders' equity, .

With respect to Great-West Lifeco Inc. (Lifeco), certain investments, primarily investrents actively traded in a public market, and certain financial
liabilities are measured at their fair value. Investments backing actuarial liabilities, investments backing participating account surplus in The Canada
Life Assurance Company (Canada Life), and preferred shares classified as liabilities are designated as hetd for trading using the fair value option.
Changes in the fair value of these investments flow through Net earnings. This impact is largely offset by correspanding changes in the actuarial
liabilities which also flow through Net earnings. Investments backing Lifeco’s shareholder capital and surplus, with the exception of the invest-
ments backing participating account surplus in Canada Life, are classified as available for sale. Unrealized gains and losses on these investments
flow through Other comprehensive income until they are realized. Certain investment portfolios are classified as held for trading as a reflection of
their underlying nature. Changes in the fair value of these investments flow through Net earnings. There has been no change to the Corporation’s
method of accounting for real estate or loans,

The remainder of the Corporation’s investment in shares was designated as available for sale. The loans portfolio was designated as loans and
receivables and is carried at amortized cost,

Derivative instruments, previously off-balance sheet, are recognized at their market value in the Consclidated Balance Sheet. Changes in the fair
value of derivatives are recognized in Net earnings, except for derivatives designated as effective cash flow hedges,

Derivatives embedded in financial instrurnents or other contracts, which are not closely related to the host financial instrument or contract, must
be bifurcated and recognized independently, The change in accounting poficy related to embedded derivatives did not have a significant impact
on the financial statements of the Corporation.
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i POWER FINANCIAL CORPORATION }

Note 1. Significant Accounting Policies (continued]

Three types of hedging relationships are permitted under the new standards: fair value hedges, cash flow hedges, and hedges of net investments
in self-systaining foreign operations. Changes in fair value hedges are recognized in Net earnings. The effective portion of cash flow hedges, and
hedges of net investrments in self-sustaining foreign operations, are cffset through Other comprehensive income until the variability in cash flows
being hedged is recognized in Net earnings.

On January 1, 2007, transition adjustments were made to certain existing financial instruments to adjust their carrying value to market, to recognize
derivative financial instruments on the balance sheet, to eliminate the recognition of deferred realized gains of Lifeco with corresponding adjust-
ments to actuarial liabilities and opening retained earnings.

The following table summarizes the adjustments required to adopt the new standards:

DECEMBER 31, CHANGE IN JANUARY 1,
2006 ACCOUNTING 2007
A5 REPORTED POLICY ADJUSTED
Assets
Cash and cash equivalents 5,138 - 5,138
Investments
Shares 4,602 757 5359
Bonds 65,240 1,016 T 66,262
Mortgages and other loans 15,823 (46) 15,777
Loans ta policyholders 6,776 - 6,776
Real estate 2218 - 2,218
94,665 1,727 96,392
Investment in affiliate, at equity 2,137 1,157 3,294
All other assets 28,546 (150) 28,396
130,486 2,734 133,220
Liabilities
Paticy liabitities
Actuarial liabilities 89,430 3,896 93,386
QOther 4,488 - 4,488
Debentures and other borrowings 3319 - 3,319
Preferred shares of the Corporation 300 - 300
Preferred shares of subsidiaries 1,325 71 1,396
{apital trust securities and debentures 646 - 646
Future income taxes 853 10 863
All other liabilities 11,430 (2,464) 8,966
111,851 1513 113,364
Non-controlling interests 7213 18 7330
Shareholders’ Equity
Stated capital
Perpetual preferred shares 1,400 - 1,400
Common shares 593 - 593
Contributed surplus 56 - 56
Retained earnings 9,621 (272) 9,349
Accumulated other comprehensive income - 1,127 1,127
Foreign currency translation adjustments (248) 248 -
11,422 1,103 12,525
130,486 2,734 133,220
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Note 1. Significant Accounting Policies [continued]

FUTURE ACCOUNTING CHANGES
CAPITAL DISCLOSURES
Effective January 1, 2008, the Corporation will be required to comply with CICA Handbook Section 1535, Capital Disclosures. The section estabilishes
standards for disclosing information that enables users of financial statements to evaluate the entity's objectives, policies and processes for managing
capital. The new requirements are for disclosure only and will not impact financizal results of the Corporation.

FINANCIAL INSTRUMENTS DISCLOSURE AND PRESENTATION
Effective January 1, 2008, the Corporation will be required to comply with CICA Handbook Section 3862, Financial Instruments — Disclosures, and
Section 3863, Financial instrurments — Presentation. These sections will replace existing Section 3861, Financial Instruments — Disclosure and Presentation.
Presentation standards are carried forward unchanged. Disclosure standards are enhanced and expanded to complement the changes in accounting
policy adopted in accordance with Section 3855, Financial Instruments — Recognition and Measurermnent,

COMPARATIVE FIGURES
Certain of the 2006 amounts presented for comparative purposes have been reclassified to conform to the presentation adopted in the
current year,

Comparative figures have not been restated to conform with the new Financial Instruments accounting policies adopted January 1, 2007,
CICA guidance explicitly prevents restatements of comparative information under the new standards.

Note 2. Investments

MARCH 31, DECEMBER 31,
2007 2006

NON-

AVAILABLE HELD FOR LOANS AND FINANCIAL

FOR SALE TRADING RECEIVABLES  INSTRUMENTS TOTAL

Shares 876 4,725 - - 5,601 4,602
Bonds 5,148 59,863 9,850 - 74,861 65,246
Mortgages and other loans - - 15,881 - 15,881 15,823
Leans to pelicyholders - - 6,731 - 6,731 6,776
Real estate - - - 2,226 2,226 2,218
6,024 64,588 32,462 2,226 105,300 94,665
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POWER FINANCIAL CORPORATION

Note 3. Debentures and Other Borrowings

MARCH 31, DECEMBER 31,
2007 2006
Power Financial Corporation
6.90% debentures, due March 11, 2033 250 250
IGM Financial Inc.
6.75% debentures 2001 Series, due May 9, 2011 450 450
6.58% debentures 2003 Series, due March 7, 2018 150 150
6.65% debentures 1997 Series, due December 13, 2027 125 125
7.45% debentures 2001 Series, due May G, 2031 150 150
700% debentures 2002 Series, due December 31, 2032 175 175
7.11% debentures 2003 Series, due March 7, 2033 150 150
Great-West Lifeco Inc. :
Subordinated debentures due Decernber 11, 2013 bearing a fixed rate
of 5.80% until 2008 and, thereafter, at a rate equal to the Canadian
90-day Bankers' Acceptance rate plus 1%, unsecured 203 204
6.75% debentures due August 10, 2015, unsecured 200 200
6.14% debentures due March 21, 2018, unsecured 200 200
6.40% subordinated debentures due December 11, 2028, unsecured 101 1ot
6.74% debentures due November 24, 2031, unsecured 200 200
6.67% debentures due March 21, 2033, unsecured 400 400
6.625% deferrable debentures due Novemnber 15, 2034, unsecured [US5175 million) 20 205
7.153% subordinated debentures due May 16, 2046, unsecured [US$300 million) 345 351
Notes payable with interest rate of 8.0% 8 8
3,308 3,319
Note 4. Capital Trust Securities and Debentures
MARCH 37,0 I 'DECEMBER 21,"
2097 o 2006
Capital trust debentures :
5.995% senior debentures due December 31, 2052, unsecured [GWLCT] 350 350
6.679% senior debentures due June 30, 2052, unsecured [CLCT] 300 o, 300
7.529% senior debentures due June 30, 2052, unsecured [CLCT] 150 150
800 800
Acquisition-related fair market value adjustment 30 31
Capital trust securities held by consolidated group as temporary investments {196) (185)

634 646

Great-West Life Capital Trust (GWLCT), a trust established by The Great-West Life Assurance Company (Great-West Life), had issued $350 million of
capital trust securities, the proceeds of which were used by GWLCT to purchase Great-West Life senior debentures in the amount of $350 million,
and Canada Life Capital Trust {CLCT), a trust established by The Canada Life Assurance Company (Canada Life), bad issued $450 million of capital
trust securities, the proceeds of which were used by CLCT to purchase Canada Life senior debentures in the amount of $450 miliion,
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Note 5. Non-Controlling Interests

MARCH 31, DECEMBER 31,
2007 2006
Non-centrelling interests inciude

Participating policyholders 2,042 1,884
Preferred shareholders of subsidiaries 1,253 1,253
Common shareholders of subsidiaries 4,168 4,076
7,463 7,213
THREE MONTHS ENDED MARCH 31 2007 2006

Earnings attributable to non-controlling interests include
Earnings attributable 1o participating policyholders 29 30
Dividends to preferred shareholders of subsidiaries 18 14
Earnings attributable to common shareholders of subsidiaries 216 187
263 231

Note 6. Capital Stock and Stock Option Plan

STATED CAPITAL
AUTHORIZED

Unlimited number of first preferred shares, issuable in series, of second preferred shares, issuable in series and of common shares.

ISSUED AND OUTSTANDING

| NOLLVHOJHOT IWIDNYNIA ¥3MOd ’

MARCH 31, 2007

DECEMBER 31, 2006

NUMBER OF STATED NUMBER OF STATED
SHARES CAPITAL SHARES CAPITAL

Preferred Shares [classified as liabilities)
Series C First Preferred Shares 6,000,000 150 6,000,000 150
Series ) First Preferred Shares §,000,000 150 6,000,000 150
300 300

Perpetual Preferred Shares

Series A First Preferred Shares 4,000,000 100 4,000,000 100
Series D First Preferred Shares 6,000,000 150 6,000,000 150
Series E First Preferred Shares 8,000,000 200 8,000,000 200
Series F First Preferred Shares 6,000,000 150 6,000,000 150
Series H First Preferred Shares 6,000,000 150 6,000,000 150
Series | First Preferred Shares 8,000,000 200 8,000,000 200
Series K First Preferred Shares 10,000,000 250 10,000,000 250
Series L First Preferred Shares 8,000,000 200 8,000,000 200
1,400 1,400
Common Shares 704,893,680 594 704,813,680 593

{55 million in 2006).

Options were autstanding at March 31, 2007 to purchase, until May 1, 2015, up to an aggregate of 8,345,000 common shares, at various prices from
$1313125 to $32.235 per share, During the three months ended March 31, 2007, 80,000 (nil in 2006} common shares were issued under the Corporation’s

STOCK-BASED COMPENSATION
During the first quarters of 2007 and 2006, no options were granted under the Corporation’s stock option plan. For the three months ended
March 31, 2007, compensation expense relating to the stock options granted by the Corporation and its subsidiaries amounted to $4 million

plan for an aggregate consideration of $1 million (nil in 2006).
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i POWER FINANCIAL CORPORATION

Note 7. Accumulated Other Comprehensive Income

UNREALIZED GAINS [LOSSES]. ON

AVAILABLE- CASH FOREIGN
FOR-SALE FLOW CURRENCY
THREE MONTHS ENDED MARCH 31, 2007 ASSETS HEDGES TRANSLATION TOTAL
Balance, beginning of year - - (248) (248)
Change in accounting pelicy [Note 1] 1,620 {43} - 1,577
Income taxes (120) 8 - (112)
1,500 {35} - 1,465
Non-centrolling interests {105) 15 - (90)
Net change in accounting policy 1,395 {20} - 1,375
Other comprehensive income [loss] (85) 29 (58) (114)
Income taxes 18 (5} - 13
{67) 24 (58} (101)
Non-controlling interests 24 {10) 20 34
{43} 14 (38) (67)
Batance, end of period 1,352 {6} (286) 1,060
UNREALIZED GAINS [LOSSES}, ON
AVAILABLE- CASH FOREIGN
FOR-SALE FLOW CURRENCY
THREE MONTHS ENDED MARCH 31, 2006 ASSETS HEDGES TRANSLATION TOTAL
Balance, beginning of year - - (682) (682)
Other comprehensive income {loss) - - 67 67
Income taxes - - - -
- - 67 &7
Non-controlling interests - - (9} @
- - 58 58
Balance, end of period - - (624) (624)

Financing charges include interest on debentures and other borrowings, together with distributions and interest on capita

Note 8. Financing Charges

debentures, and dividends on preferred shares classified as liabilities.

| trust securities and

THREE MONTHS ENDED MARCH 31 2007 2006
Interest on debentures and other borrowings 55 52
Preferred share dividends 16 19
Interest on capital trust debentures 12 12
Distributions on capital trust securities held by consolidated group as temporary investments {3} (3)
Other 5 1
8BS 81

8 20
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Note 9. Earnings Per Share

The following is a reconciliation of the numerators and the dencminaters of the basic and diluted eamings per common share computations:

THREE MONTHS ENDED MARCH 21 2007 2006
Net earnings 482 408
Dividends an perpetual preferred shares {19} (16)
Net earnings available to common shareholders 463 392

Weighted number of common shares outstanding [millions] -

— Basic 704.8 704.8 g

Exercise of stock options 8.3 84 r;}

Shares assumed to be repurchased with proceeds from exercise of stock options (4.5} (5.2) n

Weighted number of commen shares outstanding [millions] §

— Diluted 708.6 708.0 =

»

£

. . . 0

Note 10. Pension Plans and Other Post-Retirement Benefits o

]

The total benefit costs included in operating expenses are as follows: g

b

THREE MONTHS ENDED MARCH 31 2007 2006 3

Pension plans 13 23 =
Other post-retirement benefits 6 7
19 30

Note 11. Securitizations

During the first quarter of 2007, IGM Financial Inc. {(IGM} securitized $314 million (586 miflion in 2006) of residential mortgages through sales to
commercial paper conduits and received net cash proceeds of $311 millien ($86 million in 2006). IGM’s retained interest in the securitized loans was
valued at $9 million (52 million in 2006). A pre-tax gain on sate of $3 million {nil in 2006) was recognized and reported in Net investment income

in the Consolidated Statements of Earnings.
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i

Note 12. Segmented Information

INFORMATION ON PROFIT MEASURE

OTHER

THREE MONTHS ENDED MARCH 31, 2007 LIFECO 1GM PARJOINTCO TOTAL
Revenues
Premium income 5,613 - - - 5613
Net investment income 1,002 63 - (18) 1,047
Fee income 764 658 - (14) 1,408
7,379 2 - (32) 8,068
Expenses
Paid ar credited to policyholders and
beneficiaries including policyholder
dividends and experience refunds 5.584 - - - 5,584
Commissions 378 231 - (13) 596
Operating expenses 667 157 - 15 839
Financing charges 51 22 - 12 -1
6,680 410 - 14 7,104
. 699 an - [48) 964
Share of earnings of affiliate - - 18 - 18
Earnings before income taxes and non-controlling interests 699 3in 18 (46) 982
Income taxes 138 99 - - 237
Non-controlling interests 198 94 - (29) 263
Contribution to consolidated net earnings 363 118 18 an 482
INFORMATION ON PROFIT MEASURE
THREE MONTHS ENDED MARCH 31, 2006 LIFECO 1GM PARIOINTCO OTHER TOTAL
Revenues
Premium income 3,695 - - - 3,695
Net investment income 1,323 57 - (24) 1,356
Fee income 657 589 - (12 1,234
5,675 H46 - (36) 6,285
Expenses
Paid or credited to policyholders and
beneficiaries including policyholder
dividends and experience refunds 4,001 - - 4,00t
Commissions 342 202 - (12) 532
Operating expenses 626 149 - 14 789
Financing charges 47 22 - 12 81
5016 373 - 14 5,403
659 273 - 50 882
Share of earnings of affiliate - - 10 - 10
Eamings before income taxes and non-controlling interests 659 273 10 (50 892
Income taxes I69 87 - 3 253
Non-controlling interests 177 83 - (29) 23t
Contribution to consolidated net earnings 313 103 10 (18) 408
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Note 13. Acquisitions

PUTNAM INVESTMENTS TRUST
On February 1, 2007, Lifeco announced that it had entered into agreements with Marsh & Mclennan Companies, Inc. whereby Lifeco will acquire
the asset management husiness of Putnam Investments Trust (Putnam}, and Great-West Life will acquire Putnam's 25% interest in TH. Lee Partners
for approximately $402 million (US$350 million). The parties will make an election under section 338(h{10} of the 1.S. Internal Revenue Code that will
result in a tax benefit that Lifeco intends to securitize for approximately $632 mitlion (US5550 miftion). In aggregate these transactions represent a
value of approximately $4.5 billion (U5%3.9 billion).

Funding for the transaction wifl come from internal resources as well as from proceeds of an issue of Lifeco commeon shares of no more than
51.2 billion, the issuance of debentures and hybrids, a bank credit facility, and an acquisition tax benefit securitization. This transaction is subject to
regulatory approval and certain other conditions.

QOTHER ACQUISITIONS
On April 9, 2007, Great-West Life & Annuity Insurance Company (GWL&A) entered into an agreement to acquire an 80% majority interest in Benefit
Management Corp., whose principal subsidiary is Allegiance Benefit Plan Management, Inc,, a Montana-based third-party administrator of employee
health plans.
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GREAT-WEST LIFECO INC.

PART C

MANAGEMENT'S DISCUSSION AND ANALYSIS

Page C2

FINANCIAL STATEMENTS AND NOTES

Page C25

MARCH 31, 2007

Please note that the bottom of each page in Part C contains two different page numbers. A page number with the prefix *C”
refers 1o the number of such page In this document and the page number without any prefix refers to the number of such
page in the originat document issued by Great-West Lifeco Inc.

The attached documents concerning Great-West Lifeco Inc. are doguments prepared and publicly disclosed by such subsidiary.
Cestaln stataments in the attached documents, other than statements of historical fact, are forward-looking statements based
an certain assumptions and the current erpectations of the subsidiary as set forth therein. The reader Is cautioned to consider
these statements caretully and not to put undue reliance on forward-looking siatements. For further information provided
by the subsidiary as to the material factors that could cause actuat results to differ materially from a conclusion, forecast
or projection In the forward-looking Information and the material factors and assumptions that weie applied in drawing a
conclusion or making a forecast or projection set outin the forward-looking information, please see the attached documents,
including the section entitled Cautfonary Mote Regarding Ferward-Looking Information,
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GREAT-WEST LIFECO INC.

GREAT-WEST

Management's Discussion and Analysis
LIFECOme

- MANAGEMENT'S DISCUSSION AND ANALYSIS

For the three months ended March 31, 2007

Dated: May 3, 2007

The Management'’s Discussion and Analysis {MD&A) presents management's view of the financial condition, results
of operations and cash flows of Great-West Lifeco Inc. {Lifeco or the Company) for the three months ended March
31, 2007 compared with the three months ended March 31, 2006. The MD&A provides an overall discussion,
followed by analyses of the performance of its three major reportable segments: Canada, United States and
Europe. This MD&A should be read in conjunction with the Company's 2006 Annual MD&A.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING INFORMATION )

This report contains some forward-locking statements about the Company, including its business operations,
strategy and expected financial performance and condition. Forward-looking statements include statements that are
predictive in nature, depend upon or refer to future events or conditions, or include words such as “expects,”
“‘anticipates,” “intends,” “plans,” “believes,” “estimates” or negative versions thereof and similar expressions. In
addition, any statemenl that may be made concerning future financial performance (including revenues, earnings or
growth rates), ongoing business strategies or prospects, possible future Company action with respect to 'ant‘icipated
benefits of the transaction with Putnam Investments Trust, as well as the expected closing of the transaction and
the expectation that the transaction will be accretive to earnings are also forward-looking statements. Forward-
looking statements are based on current expectations and projections about future ‘events and are inherently
subject to, among other things, risks, uncertainties and assumptions about the Company, economic factors and the
financial services industry generally, including the insurance and mutual fund industries. They are not guarantees of
future performance, and actual events and results could differ-materially from those expressed or implied by
forward-looking statements made by the Company due to, but not limited to, impeortant factors such as sales levels,
premium income, fee income, expense levels, mortality experience, morbidity experience, policy lapse rates and
taxes, as well as general economic, political and market factors in North America and internationally, interest and
foreign exchange rates, global equity and capital markets, business competition, technological change, changes in
government regulations, unexpected judicial or regulatory proceedings, catastrophic events, and the Company's
ability to complete strategic transactions and integrate acquisitions. The reader is cautioned that the foregoing list
of important factors is not exhaustive, and there may be other factors listed in other filings with securities regulators,
including factors set out under “Risk Management and Control Practices” in the Company's 2006 Annual
Management's Discussion and Analysis, which, along with other filings, is available for review at www.sedar.com,
The reader is also cautioned to consider these and other factors carefully and to not place undue reliance on
forward-looking statements. Qther than as specifically required by applicable law, the Company has no intention to
update any forward-looking statements whether as a result of new information, future events or otherwise.

INTERNAL CONTROL OVER FINANCIAL REPORTING

The Company's internal control over financial reporting is designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
Canadian GAAP. During the first quarter of 2007, there have been no changes in the Company's interna!l control
over financial reporting that have materially affected, or are reasonably likely to materially affect, the Company's
internal control over financial reporting.
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GREAT-WEST

LIFE C OINC. Management's Discussion and Analysls

CAUTIONARY NOTE REGARDING NON-GAAP FINANCIAL MEASURES

This report contains some non-GAAP financial measures. Terms by which non-GAAP financial measures are
identified include but are not limited to “earnings before restructuring charges”, *adjusted net income”, “earnings
before adjustments” and other similar expressions. Non-GAAP financial measures are used to provide
management and investors with additional measures of performance. However, non-GAAP financial measures do
not have standard meanings prescribed by GAAP and are not directly comparable to similar measures used by
other companies. Refer to the appropriate reconciliations of these non-GAAP financial measures to measures
prescribed by GAAP.

SEGREGATED AND MUTUAL FUNDS DEPOSITS AND SELF-FUNDED PREMIUM EQUIVALENTS (ASO CONTRACTS)
The financial statements of a life insurance company do not include the assets, liabilities, deposits and withdrawals
of segregated funds, mutual funds or the claims payments related to administrative services only (ASQO) group
health coniracts. However, the Company does earn fee and other income related to these contracts. Both
segregated funds and ASO contracts are an important aspect of the overall business of the Company and should
be considered when comparing volumes, size and trends.

BASIS OF PRESENTATION AND SUMMARY OF ACCOUNTING POLICIES

The consoclidated financial statements of Lifeco, which are the basis for data presented in this report, have been
prepared in. accordance with Canadian generally accepted accounting principles (GAAP) and are presented in
Canadian doliars unless otherwise indicated.

TRANSLATION OF FOREIGN CURRENCY

Through its operating subsidiaries, Lifeco conducts business in multiple currencies. The four primary currencies are
the Canadian dollar, the United States dollar, the British pound, and the euro. Throughout this document, foreign
currency assets and liabilities are translated into Canadian dollars at the market rate at the end of the financial
period. All income and expense items are translated at an average rate for the period. The rates employed are:

Period ended Balance sheet Operations
Assets & liabilities Income & expenses
United States dollar
March 31, 2007 $1.15 $1.17
December 31, 2006 $1.17 $1.13
March 31, 2006 $1.17 $1.15
British pound
March 31, 2007 $2.27 $2.29
December 31, 2006 $2.28 $2.09
March 31, 2006 $2.03 $2.02
Euro
March 31, 2007 $1.54 $1.54
December 31, 2006 $1.54 $1.42
March 31, 2006 $1.42 $1.39
4
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GREAT-WEST LIFECO INC.

GREAT-WEST

LIFECOne

Management's Discussion and Analysis

Refer to each segment section for further detail.

Net income < common shareholders )
' For the three months

ended March 31

2007 2006 % Change
Canada $ 225 § 204 . 10%
United States 142 134 6%
Europe 147 11 C 3%
Lifeco Corporate - (3). -

Total Lifeco $ 514 5 448 15%

TOTAL REVENUE

Total revenue for the first quarter of 2007 was $7,379 million and was comprised of premium income of $5,613
million, net investment income of $1,002 million and fee and other income of $764 million. Total revenue for the first
quarter of 2006 was $5,675 million. It was comprised of premium income of $3,695 million, net investment income
of $1,323 million and fee and other income of $657 million.

PREMIUMS AND DEPOSITS .
Premiums and deposits includes premiums on risk-based insurance and annuity products as well as premium
equivalents on self-funded group insurance administrative services only contracts, and deposits on individual and
group segregated fund products and proprietary mutual funds. B

Total premiums and deposits were $12,214 million, up-$2,865 million over the first quarter of 2006 Canada was up
$483 million, United States was up $409 million and Europe was up $1,973 million.

In Canada, premiums increased $230 million on risk-based products, $22 miIIion on prerﬁiurn‘"eqaivalent ASO
contracts and $231 million on savings products. In Europe, Insurance & Annuities premiums and Reinsurance
premiums were up $719 million and $1,254 million, respectively. In the United States, the increase is mainly due to
Financial Services.

Refer to each segment section for further detail.

NET INVESTMENT INCOME

Net investment income
For the three months
ended March 31

2007 2006 % Change
Investment income earned $ 1380 § 1174 18%
Net realized and unrealized gains/(losses) - financial instruments {380) - -
Amortization of deferred net realized gains 19 163 -
{Provision)/recovery for credit losses 1 2 -50%
Gross investment income 1,020 1,339 -24%
Less: investment expenses 18 16 13%
Net investment income $ 1,002 3§ 1,323 -24%

7
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GREAT_WEST Management's Discusslon and Analysis
LIFECOne

CAUTIONARY NOTE REGARDING NON-GAAP FINANCIAL MEASURES

This report contains some non-GAAP financial measures. Terms by which non-GAAP financial measures are
identified include but are not limited to “earnings before restructuring charges”, “adjusted net income”, “earnings
before adjustments™ and other similar expressions. Non-GAAFP financial measures are used to provide
management and investors with additional measures of performance. However, non-GAAP financial measures do
not have standard meanings prescribed by GAAP and are not directly comparable to similar measures used by
other companies. Refer to the appropriate reconciliations of these non-GAAP financial measures to measures

prescribed by GAAP.

SEGREGATED AND MUTUAL FUNDS DEPOSITS AND SELF-FUNDED PREMIUM EQUIVALENTS (ASO CONTRACTS)
The financial statements of a life insurance company do not include the assets, liabilities, deposits and withdrawals
of segregated funds, mutual funds or the claims payments related to administrative services only (ASO) group
health contracts. However, the Company does earn fee and other income related to these contracts. Both
segregated funds and ASO contracts are an important aspect of the overall business of the Company and should
be considered when comparing volumes, size and trends.

BASIS OF PRESENTATION AND SUMMARY OF ACCOUNTING POLICIES

The consolidated financial statements of Lifeco, which are the basis for data presented in this report, have been
prepared in. accordance with Canadian generally accepted accounting principles (GAAP) and are presented in
Canadian dollars unless otherwise indicated.

TRANSLATION OF FOREIGN CURRENCY

Through its operating subsidiaries, Lifeco conducts business in multiple currencies. The four primary currencies are
the Canadian dollar, the United States dollar, the British pound, and the eurc. Throughout this document, foreign
currency assets and liabilities are translated into Canadian dollars at the market rate at the end of the financial
period. All income and expense items are translated at an average rate for the period. The rates employed are:

Period ended —Balance sheet Operations
Assets & liabilities Income & expenses
United States dollar
March 31, 2007 $1.15 $1.17
December 31, 2006 $1.17 $1.13
March 31, 2006 $1.17 $1.15
British pound
March 31, 2007 $2.27 $2.29
December 31, 2006 $2.28 $2.09
March 31, 2006 $2.03 $2.02
Euro
March 31, 2007 $1.54 $1.54
December 31, 2006 $1.54 $1.42
March 31, 2006 $1.42 $1.39
4
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Och.

Management's Discussion and Analysis

CONSOLIDATED OPERATING RESULTS

Selected Consolidated Financial Information
(in $ millions, except per share amounts}

For the three months

ended March 31

GREAT-WEST LIFECOINC, ,

2007 2006 % Change
Premiums:
Life insurance, guaranteed annuities :
and insured health products $ 5613 § 3,695 52%
Self-funded premium equivalents
{ASO contracts) 1,964 1,919 2%
Segregated funds deposits:
individual products 2,701 2,021 34%
Group products 1,716 1,553 10%
Proprietary mutual funds deposits 220 161 - 37%
Total premiums and deposits 12,214 9,349 3%
Fee and other income 764 657 16%
Paid or credited to policyholders 5,584 4,001 40%
Net income - common shareholders 514 446 15%
Per common share
Basic earnings $ 0576 § 0.501 15%
Dividends paid 0.255 0.22375 14%
Book value 11.31 10.06 12%
Return on common shareholders’ equity (12 months) 20.4% 20.4%
At March 31 :
Total assets $ 121,439 § 102,392 19%
Segregated funds net assets 92,663 79,997 16%
Proprietary mutual funds net assets 2,098 1,538 36%
Total assets under administration $ 216,200 $ 183,927 18% .
Share capital and surplus $ 11,191 § 9,767 15%
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C 4




GREAT-WEST

LIFE COINC. Management's Discussion and Analysis

QUARTERLY FINANCIAL INFORMATION

Quarterly financial information

Total Net income - Adjusted net income -
revenue common shareholders common shareholders (1}
Basic Diluted Basic Diluted

Total per share  per share Total per share per share
2007 First quarter $ 7,319 $ 514 $ 0.576 $ 0572
2006 Fourth quarter $ 8453 $ 49 $ 0.550 $ 0.547
Third quarter 8,567 477 0.537 0.532
Second quarter 6,627 461 0.516 0.513
First quarter 5,675 446 0.501 0.497

2005 Fourth quarter $ 6518 $ 456 $ 0512 $ 0.509 $ 469 $ 0.526 $ 0523

Third quarter 5,188 421 0472 0.468 455 0.510 0.506

Second quarter 5731 446 0.500 0.496 455 0.511 0.506

First quarter 6,434 419 0.471 0.466 423 0475 0.471

1) Adjusted net income is presented as a non-GAAP financial measure of eamings performance befora restructuring
costs related to the acquisition of CLFC and incurred during the period, and provisions for expected losses arising
from hurricane damage in 2005. Refer to "Non-GAAP Financial Measures™ section of this report.

Adjustments: After-tax réstructuring costs related to the acquisition of CLFC and reinsurance claim provisions
arising from hurricane activity along the Gulf Coast of the United States in 2005.

Net income
‘commen shareholders
Basic Diluted

Total per share per share

2005 Fourth quarter & 13 $ 0.014 $ 0014
Third quarter 34 0.038 0.038
Second quarter g 0.011 0.010

First quarter 4 0.004 0.005

SUMMARY OF QUARTERLY RESULTS

Net Income Aftributable to Common Shareholders

Lifeco's net income attributable to common shareholders was $514 million for the first quarter of 2007 compared to
$446 million reported a year ago, an increase of 15%. On a per share basis, this represents $0.576 per common
share ($0.572 diluted) for the first quarter of 2007 compared to $0.501 per common share ($0.497 diluted) a year
ago.

Canada - Net income was $225 million compared to $204 million in 2006. Group Insurance increased $12 million,
Individual Insurance & Investment Products (IIIP) increased $11 million, and Corporate decreased $2 million.

United States — Net income was $142 million compared to $134 million in 2006. Financial Services increased $7
million, Healthcare increased $3 million, and Corporate decreased $2 million.

Europe — Net income was $147 million compared to $111 million in 2006. Insurance & Anrnuities increased $33
million, Reinsurance increased $6 million, and Corporate decreased $3 million.

Lifeco Corporate — Lifeco Corporate net income attributable to common shareholders was nil compared to a
charge of $3 million in 2006.
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GREAT-WEST LIFECO INC.

GREAT-WEST

Management's Discussion and Analysis

INC.
Refer to each segment section for further detail.
Net income - common shareholders
For the three months
ended March 31

2007 2006 % Change
Canada $ 225 % 204, 10%
United States 142 134 6%
Europe 147 1114 32%
Lifeco Corporate - (3). -

Total Lifeco $ 514 § 446 15%

TOTAL REVENUE

Total revenue for the first quarter of 2007 was $7,379 million and was comprised of premium income of $5,613
million, net investment income of $1,002 million and fee and other income of $764 million. Total revenue for the first
quarer of 2006 was $5,675 million. 1t was comprised of premium income of $3,695 million, net investment income
of $1,323 million and fee and other income of $657 million.

PREMIUMS AND DEPOSITS _
Premiums and deposits includes premiums on risk-based insurance and annuity products as well as premium
equivalents on self-funded group insurance administrative services only contracts, and deposits on individual and
group segregated fund products and proprietary mutual funds.

Total premiums and deposits were $12,214 million, up-$2,865 million over the first quarter of 2006 Canada was up
$483 million, United States was up $409 million and Europe was up $1,973 million. B

In Canada, premiums increased $230 million on risk-based products, $22 mil!ion on prerﬁiurﬁxeqtiivalent ASO
contracts and $231 million on savings products. In Europe, Insurance & Annuities premiums and Reinsurance
premiums were up $719 million and $1,254 million, respectively. In the United States, the increase is mainly due to
Financial Services.

Refer to each segment section for further detail.

NET INVESTMENT INCOME

Net investment income
For the three months
ended March 31

2007 2006 % Change
Investment income earned $ 1380 3 1,174 18%
Net realized and unrealized gains/(losses) - financial instruments {380) - -
Amortization of deferred net realized gains 19 163 -
(Provision)/recovery for credit losses 1 2 -50%
Gross investment income 1,020 1,339 -24%
Less: investment expen'ses 18 16 13%
Net investment income $ 1,002 § 1,323 -24%
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GREAT-WEST

- Management's Discussion and Analysis
LIFECOne

Net investment income for the three months ended March 31, 2007 decreased by $321 million or 24% compared to
the same period last year. The decrease is as a result of new accounting rules for financial instruments which
require changes in the fair value of certain investments to be recognized in income and o longer alfows for
amortization of deferred net realized net gains on investments, other than for real estate investments,
Approximately $2.6 billion of deferred net realized gains at December 31, 2006 were reclassified to surplus on
January 1, 2007 in accordance with the new accounting standards. As a result, amortization of deferred net
realized gains decreased from $163 million in 2006 to $19 million in 2007. Investment income eamed is up 18%
mainty due to asset growth year-over-year.

FEE AND OTHER INCOME

In addition to providing traditiona) risk-based insurance products, the Company alsc provides certain products on a
fee-for-service basis. The most significant of these products are segregated funds, for which the Company earns
investment management fees, and ASQO contracls, under which the Company provides group benefit plan
administration on a cost-plus basis.

Fee and other income
o For the three months

ended March 31
2007 2006 % Change
Segregated funds and other $ 520 % 428 21%
ASOQ contracts 244 229 7%
' $ 764 % 657 16%

For the quarter, consolidated fee income was $764 million, up 16% or $107 million over the first quarier of 2006.
‘Canada increased $39 million due to strong segregated funds and mutual fund growth. Europe increased $18
million due mainly to currency movements. The United States increased $50 million, mainly due to the acquisition
of two blocks of business in 2006 from Metropolitan Life Insurance and U.S. Bank.

PAID OR CREDITED TO POLICYHOLDERS

This' amount includes increases in policy liabilities, claims, surrenders, annuity and maturity payments, dividend and
experience refund payments for risk-based products, but does not include benefit payment amounts for fee-based
products {(ASO contracts, segregated funds and mutual funds).

For the quarter, consolidated amounts paid or credited to policyholders were $5,584 million, up $1,583 million over
the first quarter of 2006. Canada was up $240 million, the United States was up $251 million and Europe was up
$1,092 million. The increase in Europe is mainly due to the commutation of two reinsurance contracts.
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GREAT-WEST

Management's Discussion and Analysis
LIFECOnx

CONSOLIDATED FINANCIAL POSITION

ASSETS

Consolidated total assets under administration
March 31, 2007

United
Canada States Europe Total

Assets :

Invested assets $ 45136 $ 26,753 $ 35600 $ 107,489

Goodwill and intangible assets 4,976 269 1,761 7,006

Other assels 2,216 1,507 3,221 6,944
Total assets 52,328 28,529 40,582 121,439
Segregated funds net assets 45,978 19,106 27,579 92,663
Proprietary mutual funds net assets 2,098 - - 2,098
Total assets under administration $ 100,404 $ 47,635 $ 68,161 $ 216,200

December 31, 2006
United
Canada States Europe Total -

Assets

Invested assets $§ 43718 $ 27,686 $ 26,017 $° 97421

Goodwill and intangible assets 4,980 277 1,762 7.019

Other assets 1,290 1,367 13,431 1€,083~
Total assets 49,988 29,330 41,210 ' 120,528 "
Segregated funds nel assets 44,656 18,858 26,632 90,146
Proprietary mutual funds net assets 1,807 - - 1,907

Total assets under administration 5 96,551 $ 48,188 $ 67,842 $ 212581

Certain invested assets, primarily investments actively traded in a public market, and certain financial liabilities are
now measured at their fair value in accordance with the new accounting standards.

Invested assets at March 31, 2007 were $107.5 billion, an increase of $10.1 billion from December 31, 2006. The
distribution of assets has not changed materially and remains heavily weighted to bonds and mortgages. The
increase in invested assets is primarily as a result of the adjustments related to moving certain invested assets to
market value as a result of the application of new accounting standards and due to the closing of the Equitable Life
transaction in the quarter. Upon closing approximately $9.5 billion of invested assets were acquired. Other assets
decreased by a corresponding amount, reflecting a reduction in funds held by ceding insurers.

Goodwill and intangible assets have not changed materially from December 31, 2006. Refer to the Company’'s
2006 Annual MD&A.

LIABILITIES
Liabilities have increased from $105.8 billion at December 31, 2006 to $106.4 billion at March 31, 2007.

Actuariat liabilities increased by approximately $3.3 billion, mainly as a result of the impact of the increase in
carrying value of invested assets backing actuarial liabilities in connection with the adoption of the new financial
instruments accounting standards on January 1, 2007.
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GREAT-WEST

Management's Discussion and Analysis
LIFECOne

All other liabilities decreased $2.7 billion since December 31, 2006, mainly as a result of the elimination of deferred
net realized gains as part of the transition to the new financial instrument accounting standards adopted on January
1, 2007. Deferred net realized gains decreased from $2,821 million at December 31, 2006 to $188 million at March
31, 2007.

Debentures and other debt instruments at $2.0 billion remained relatively unchanged from December 31, 2006.
Refer to the Company's 2006 Annual MD&A.

SHARE CAPITAL AND SURPLUS

During the three months ended March 31, 2007, no common shares were purchased for cancellation pursuant to
the Company’s Normal Course Issuer Bid. Under the Company's Stock Option Plan, 993,457 shares were issued
for a total value of $11 million or $11.01 per share.

Duriné' tﬁe three months ended March 31, 2007, the Company paid dividends of $0.255 per comman share for a
totat of $227 million and perpetual preferred share dividends of $14 million.

As a resuit of ‘adopting the new Financial Instrument accounting standards on January 1, 2007, total surplus was
reduced by $111 million including: a decrease in accumulated surplus of $373 million, comprised of deferred
realized losses written off and the impact of fair value changes on actuarial liabilities and an increase of $262
million to Accumulated Other Comprehensive Income (AQCI), representing unrealized portfolio gains on assets
backing surplus.

LiQuiDiTY AND CAPITAL MANAGEMENT AND ADEQUACY

Liguidity

The.Company's liquidity position has not changed materially from December 31, 2006. Refer to the Company's
2006 Annual MD&A.

Cash Flows

Cash flows
For the three months
ended March 31

2007 2006
Cash flows relating to the following activities:
Operations $ 178 $ (52)
Financing (239) (225)
Investment (310) {40)
{(371) (317)

Effects of changes in exchange rates on

cash and cash equivalents (16) 30
Increase {(decrease) in cash and cash equivatents (387) (287)
Cash and cash equivalents, beginning of period 3,083 2,961
Cash and cash equivalents, end of period $ 2,696 $ 2674

The principal source of funds for the Company is cash provided by operating activities, including premium income,
net investment income and fee income. These funds are used primarily to pay policy benefits, policyholder
dividends and claims, as well as operating expenses and commissions. Cash flows generated by operations are
mainly invested to support future liability cash requirements. Financing activities include the issuance and
repayment of capital instruments, and associated dividends and interest payments.
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FUTURE ACCOUNTING POLICIES

Capital Disclosures - Effective January 1, 2008, the Company will be required to comply with CICA Handbook
Section 1535, Capital Disclosures. The Section establishes standards for disclosing information that enables users
of financial statements to evaluate the entity's objectives, policies and processes for managing capital. The new
requirements are for disclosure only and will not impact the financial results of the Company.

Financial Instrument Disclosure and Presentation — Effective January 1, 2008, the Company will be required to
comply with CICA Handbook Section 3862, Financial Instruments — Disclosures, and Section 3863, Financial
Instruments — Presentation. These sections will replace existing Section 3861, Financial Instruments — Disclosure
and Presentation. Presentation standards are carried forward unchanged. Disclosure standards are enhanced and
expanded to complement the changes in accounting policy adopted in accordance with Section 3855, ‘Financial
Instruments — Recognition and Measurement.

13
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GREAT-WEST O Management's Discussion and Analysis
INC.

All other liabilities decreased $2.7 billion since December 31, 2006, mainly as a result of the elimination of deferred
net realized gains as part of the transition to the new financial instrument accounting standards adopted on January
1, 2007. Deferred net realized gains decreased from $2,821 million at December 31, 2006 to $188 million at March
31, 2007.

Debentures and other debt instruments at $2.0 billion remained relatively unchanged from December 31, 2006.
Refer to the Company’s 2006 Annual MD&A.

SHARE CAPITAL AND SURPLUS

During the three months ended March 31, 2007, no common shares were purchased for cancellation pursuant to
the Company’'s Normal Course Issuer Bid. Under the Company’s Stock Option Plan, 993,457 shares were issued
for a total value of $11 million or $11.01 per share.

Duriné' fhe three months ended March 31, 2007, the Company paid dividends of $0.255 per common share for a
total of $227 million and perpetual preferred share dividends of $14 million.

As a resull of ‘adopting the new Financial Instrument accounting standards on January 1, 2007, total surplus was
reduced by $111 million including: a decrease in accumulated surplus of $373 million, comprised of deferred
realized losses written off and the impact of fair value changes on actuarial liahilities and an increase of $262
million to Accumulated Other Comprehensive Income {AOCI), representing unrealized portfolio gains on assets
backing surplus.

LiquipiTY AND CAPITAL MANAGEMENT AND ADEQUACY

Liquidity

The'Company’s liquidity position has not changed materially from December 31, 2006. Refer to the Company's
2006 Annual MDA,

Cash Flows

Cash flows
For the three months
ended March 31

2007 2006
Cash flows relating to the following activities:
Operations $ 178 $ (52)
Financing {239) (225)
Investment {310) (40}
{371) {317}

Effects of changes in exchange rates on

cash and cash equivalents (16) 30
Increase (decrease) in cash and cash equivalents (387) (287}
Cash and cash equivalents, beginning of period 3,083 2,961
Cash and cash equivalents, end of period $ 2696 $ 2674

The principal source of funds for the Company is cash provided by operating activities, including premium income,
net investment income and fee income. These funds are used primarily to pay policy benefits, policyholder
dividends and claims, as well as operating expenses and commissions. Cash flows generated by operations are
mainly invested to support future liability cash requirements. Financing activities include the issuance and
repayment of capital instruments, and associated dividends and interest payments.

10
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The first quarter increase in cash flows from operations compared to 2006 is mainly due to higher premium income
and investment income sarned partially offset by higher payments to policyholders. Cash flows from operations
were used to acquire an additicnal $310 million of invested assets including bonds, stocks mortgages and real
estate to support policy liabilities and to fund financing activities.

Financing activities used $239 million of cash primarily reflecting dividend payments of $241 million.. The effects of
changes in exchange rates on cash and cash equivalents was due to the strengthening of the Canadian dollar
against the British pound and the United States doltar which decreased reported cash and cash equivalents by $16
million. :

Commitments/Contractual Obligations
Commitments/contractual obligations have not changed materially from December 31, 2006 Refer to the
Company’'s 2006 Annual MD&A.

Capital Management and Adequacy

In Canada, the Office of the Superintendent of Financial Institutions (OSFI} has established a capital adequacy
measurement for life insurance companies incorporated under the Insurance Companies Act (Canada) and their
subsidiaries, known as the Minimum Continuing Capital and Surplus Requirements (MCCSR). Great-West Life's
MCCSR ratio at March 31, 2007 was 211% (213% at the end of 2006). London Life's MCCSR ratio at March 31,
2007 was 239% (253% at the end of 2006). Canada Life's MCCSR ratio at March 31, 2007 was 244% (242% at
the end of 2006}. GWL&A's RBC ratio was 482% at December 31, 2006, well in excess of that reqmred by Natnonal
Association of Insurance Commissioners.

RISK MANAGEMENT AND CONTROL PRACTICES : : -

Insurance companies are in the business of assessing, assuming and managing risk. The types of nsks arz many
and varied, and will be influenced by factors both internal and external to the businesses operated by the insurer.
These risks, and the control practlces used to manage the nsks are discussed in detail in the Companys 2006
Annual MD&A, :

FAIR VALUE ACCOUNTING

Commencing January 1, 2007, the Company adopted three new accounting standards issued by the Canadian
Institute of Chartered Accountants (CICA) regarding fair value accounting. As well, the Company's federally
regulated subsidiaries adopted a new guideline from The Office of the Superintendent of Financial Institutions
Canada which provides additional guidance to certain federally regulated financial institutions, including life
insurance companies.

Under the new guidance, all financial assets, including derivatives, must be classified as available for sale, held for
trading, held to maturity, or loans and receivables. All financial liabilities, including derivatives, must be classified
as held for trading or other. All financial instruments classified as available for sale or held for trading are
recognized at fair value on the Consclidated Balance Sheet while financial instruments classified as loans and
receivables or other will continue to be measured at amortized cost using the effective interest rate method.

Changes in the fair value of financial instruments classified as held for trading are reported in net income.
Unrealized gains or losses on financial instruments classified as available for sale are reported in Other
Comprehensive Income untit they are realized by the Company.

Life Insurance enterprises no longer defer net realized gains on financial instruments (bonds, stocks, and
mortgages) or amortize the balance of net deferred realized unamortized gains on assets supporting shareholders
capital and surplus previcusly recorded on the balance sheet, nor do they carry investments in stocks at cost plus a
moving average market value adjustment for unrealized gains and losses.

11
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By its nature, fair value accounting will result in volatility within certain income statement tine items, particularty for
investment income and actuarial provisions (shown in the paid or credited to policyholders l:ne) However these
items are largely offsetting except for investment income on assets backing surplus .

Also, derivative instruments, previously off-balance sheet, are recognized at their market value in the Consolidated
Balance Sheet. Changes in the fair value of derivatives are recognized in net mcome except for derivatives
designated as effective hedges.

The new guidance introduces the concept of Consolidated Other Comprehensive Income, which tracks unrealized
gains and losses experienced by the Company on certain investments and derivative instruments, and the currency
translation account movement. Consolidated Other Comprehensive Income together with Consolidated Net Income
provides the financial statement reader with Consolidated Comprehensive income. Consolidated Comprehensive
Income is the total of all realized and unrealized income, expenses, gains and losses related to-the Consolidated
Balance Sheel including currency translation gains and fosses on foreign subsidiary operations.

On January 1, 2007, transition adjustments were made to certain existing financial instruments to adjust their
carrying value to market, to recognize derivative financial instruments on the balance sheet, and to eliminate the
recognition of deferred reallzed gams W|th correspondmg adjustments to actuarial liabilities and surplus.

Comparative figures have not been restated to conform with the new Financial Instruments accountmg standards
adopted January 1, 2007 CICA guidance explicitly prevents restatement of comparative information under the new
standards. As a result, the two periods are not comparable from an accounting standpaint.

In the first quarter of 20086, investment income included $163 million of amortization of deferred net realized and
unrealized- gains, including $136 million of amortization of gains on assets backing policyholder liabilities and
Participating policyholder surplus.. The amortization of these net deferred realized and unrealized gains did not
imnact shareholder earnings in 2006 inasmuch as the investment income resulted in either an offsetting increase in
actuarial liabilities or Participating policyholder income. The $27 million balance represents the amortization in the
first quarter of 2006 of deferred net realized and unrealized gains on assets backing shareholder surplus.

Financing charges in 2006 included approximately $2 million of amortization of transaction costs in connection with
certain capital instruments. The Company has adopted a policy of expensing these transaction costs going forward.
Accordingly, the unamortized balance of these costs at December 31, 2006 was closed out to retained earmings in
accordance with the fair value rules on transition. ‘

In the first quarter of 2007, investment income included $19 million of amortization of deferred net realized gains on
real estate, which is the only remaining asset class where realized gains can be amortized under the new
accounting standards. Approximately $4 million of the $19 million represents the amortization of deferred net
realized and unrealized gains on real estate backing shareholder surplus. Investment income also included $28
million of net realized gains on the sale of bonds and stocks that had been classified as Available for Sale under the
new accounting standards.

In 2007, preferred share dividends, reported as financing charges, included a mark-to-market adjustment of
approximately $2 million which lowered the effective financing cost in connection with the Company’s preferred
shares, Series D and Series E. These two series of preferred shares have been designated as Held for Trading
under the new accounting standards.

Refer to note 1 (a) of the interim consolidated financial statements for additional detail regarding these adjustments.
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GREAT-WEST

LIFE C OINC. Management's Discussion and Analysis

FUTURE ACCOUNTING POLICIES

Capital Disclosures ~ Effective January 1, 2008, the Company will be required to comply with CICA Handbook
Section 1535, Capital Disclosures. The Section establishes standards for disclosing information that enables users
of financial statements to evaluate the entity’s objectives, policies and processes for managing capital. The new
requirements are for disclosure only and will not impact the financial results of the Company.

Financial Instrument Disclosure and Presentation — Effective January 1, 2008, the Company will be required to
comply with CICA Handbook Section 3862, Financial Instruments — Disclosures, and Section 3863, Financial
Instruments — Presentation. These sections will replace existing Section 3861, Financial Instruments — Disclosure
and Presentation. Presentation standards are carried forward unchanged. Disclosure standards are enhanced and
expanded to complement the changes in accounting policy adopted in accordance with Section 3855, Financial
Instruments — Recognition and Measurement.

13
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GREAT-WEST

Management's Discussion and Analysis
OINC. - Canada

SEGMENTED OPERATING RESULTS

The consolidated operating results of Lifeco include the operating results of Great-West Life, London Life, Canada
Life and GWLEA.

For reporting purposes, the consolidated operating results are grouped into four reportable segments, Canada,

United States, Europe, and Lifeco Corporate reflecting geographic lines as well as the management and corporate
structure-of the companies.

CANADA

Selected consolidated financial information - Canada

For the three months
ended March 31

2007 2006 % Change
Premiums and deposits $ 4637 § 4154 12%
Sales 2,306 2,129 8%
Fee and other income 255 216 18%
Net income - common shareholders 225 204 10%
Tolal assets $ 52,328 $ 49,108 7%
Segregated funds net assets 45,978 41,269 11%
Proprietary mutual funds net assets 2,098 1,538 36%
Totat assets under administration $ 100,404 5 91915 9%
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BUSINESS UNITS - CANADA

GROUF INSURANCE

2007 DEVELOPMENTS
+ Net income to shareholders increased 16% to $86 million.
+ Overall sales results grew by 2%, reflecting growth in all market segments except for large case ASO.

OPERATING RESULTS

For the three months
ended March 31

2007 2006 % Change
Premiums and depasils $ 1,393 § 1,205 16%
Sales 125 123 2%
Fee and other income 33 3 6%
Net income 86 74 16%
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GREAT-WEST

; Management's Discussion and Analysis
LIFECOx - Ganac

Premiums and deposits

Three months

Total net premiums and deposits were $1,393 million, which is 16% higher than 2006. Excluding the impact of
$126 million of premiums ceded under a bulk reinsurance agreement ($221 million in 2006) premium and deposits
increased 7% over the comparative period in 2006. Small/mid-size case premiums and deposits increased 4% and
large case insured net premium increased 14%, partly due to one $32 million single premium in 2007.

Sales

Three months

Overall sales resulis in the quarter were up 2% compared to 2006. The increase was mainly due to significant
improvements in all markets except large case ASO. Sales were strong in large case insured mainly due to one
large single premium sale for $32 million in 2007 and in creditor/direct marketing on one large sale for $7 million.
Sales in the large case ASO market were significantly lower on one large sale in 2007 for $8 million compared to
four large sales for $54 million in 2006. Sales for the large case markets tend to be less uniform, resultmg in
volatility in sales trends.

Fee and other income

Three months

Fee income is derived from ASO contracts, under which the Company provides group insurance benef t. plan
administration on a cost-plus basis. Fee and other income was up 6% over 2006 mainly due to higher claims
volumes. .

Net income

Three months -
Net income attributable to common shareholders was $86 million, which represents an increase of 16% compared
to 2006. .

The results reflect improved group health morbidity experience on long term disability cases and higher eXpehse
gains on lower cperating expenses and higher expense recoveries partly offset by a decrease in investment gains
in 2007 compared to the more favourable investment experience and asset/liability matching in 2006.

INDIVIDUAL INSURANCE & INVESTMENT PRODUCTS

2007 DEVELOPMENTS

e 3ales of proprietary retail investment funds, including segregated funds and Quadrus Group of Funds™ brand,
increased by 18% which contributed to asset growth of 4% in quarter.

¢ Non-participating Individual Life sales are up 12% year-over-year driven by strong universal life sales growth.
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GREAT-WEST

Management's Discussion and Analysis
LIFECOn

OPERATING RESULTS C e ,

For the three months |

ended March 31
2007 2006 . % Change
Premiums and deposits $ 3244 § 2949 10%
Sales 2,181 2,006 9%
Fee and other income 208 175 19%
Met income 155 144 8%

Premiu'ins and deposits

Three months

Beginning in 2007, proprietary mutual fund deposits have been included in the total for premiums and depos:ts
The first quarter 2006 total of $2,949 million has been increased by $161 million to conform to the presentation of
the 2007 result, which includes $220 million of proprietary mutual fund deposits.

Individual Life premiums increased by $39 million or 7% over first quarter of 2006 to $606 million reflecting both
continued strong persistency and sales. Living Benefits premiums of $63 million were 7% higher than in 20086,
driven by strong persistency. Total premiums and deposits to individual and proprietary investment funds
increased by 23% over 2006. In particular, sales in the Great-West distribution channel grew 35% fueled through
interest in our unique specialty Real Estate segregated fund and activity from new advisors added to GWL Gold
Key contracts in 2006.

Sales

Three months

Total sales for the three months ended March 31, 2007 were $2,181 miillion compared to $2,006 million in 2006, an
increase of $175 million or 9%. The 2006 result has been reduced by $247 million to conform with the 2007
presentation which excludes third party mutual funds sales and GRS Securities sales.

Individual Life sates grew 12% versus the first quarter of 2006 driven by a substantial increase in universal life
sales. Sales results for Individual Retirement & Investment Services (IRIS) were similar to the premium and
deposit results discussed above.

Fee and other income

Three months
Fee income generated by IRIS and Group Retirement Services now exceeds $200 million having increased by 25%
and 15% respectively over the first quarter of 2006 due to strong asset growth.

Total IRIS proprietary investment fund growth was 4% in the quarter with very strong net cash flow of 3% of
opening assets being the main contributor.

Net income

Three months

Net income attributable to common shareholders for the first quarter of 2007 was $155 million compared to $144
million in 2006, an increase of $11 million or 8%. The growth in net income was primarily attributable to significant
growth in segregated fund assets and sales, very favourable annuitant mortality experience and a reduction in
future tax liabilities partially offset by lower actuarial reserve basis changes.
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GREAT-WEST LIFECQ INC. .

GREAT-WEST

Management's Discussion and Analysis
LIFECOn-

Net income attributable to participating account was $19 million in 2007 compared to $23 million in 2006,

CORPORATE

Canada Corporate consists of items not associated directly with, or allocated to the Canadian business units.

Net Income

Three months
Net charge in the quarter was $16 million compared to a charge of $14 million in 2006. The decrease in net income
reflects higher income tax expense in 2007 offset by lower financing costs and higher income on capital.
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GREAT-WEST

Management's Discussion and Analysis
LIFECOne e

UNITED STATES

The United States operating results for Lifeco include the results of GWL&A and the results of the insuranca
businesses in the United States branches of Great-West Life and Canada Life, together with an allocation of a
portion of Lifeco's corporate results.

Selected consolidated financial information - United States

For the three months
ended March 31

2007 2006 % Change
Premiums and deposits $ 3172 § 2763 15%
Sales 1,468 1,229 19%
Fee and other income 347 297 17%
Net income - common shareholders 142 134 6%
Net income - common shareholders (US$) 121 117 3%
Total assets $ 28529 $ 27239 5%
Segregated funds net assets 19,106 17,655 8%
Total assets under administration $ 47635 § 445894 6%

2007 DEVELOPMENTS

» Overall, net income for the year is US$4 million higher than 2006, with Financial Services up 5% and
Healthcare up 5%.

e On April 9, 2007, GWL&A entered into an agreement to acquire a majority interest in Benefit Management
Corp., whose principal subsidiary is Allegiance Benefit Plan Management, Inc., a Montana-based third-party
administrator of employee health plans. The transaction should add nearly 90,000 medical members to
GWLR&A's Healthcare.

AGREEMENT TO PURCHASE PUTNAM INVESTMENTS TRUST

On February 1, 2007, Lifeco announced that it had reached an agreement with Marsh & MclLennan Companies,
inc. whereby Lifeco will acquire the asset management business of Putnam Investments Trust (Putnam), and
Great-West Life will acquire Putnam’s 25% interest in T.H. Lee Partners for approximately US$350 million. The
parties will make an election under section 338(h)(10) of the U.S. Intermal Revenue Code that will result in a tax
benefit that Lifeco intends to securitize for approximately US$550 million. In aggregate these transactions
represent a value of approximately US$3.9 billion.

This transaction will allow Lifeco to achieve a major presence in the mutual fund and institutional asset
management industry in the United Stales. The acquisition also includes operations in Europe and Asia. Putnam
had US$192 billion in assets under management at December 31, 2006 — US$118 billion in retail assets for U.S,
mutual fund investors, US$39 billion for North American institutional accounts and US$35 billion of institutional and
retail assets in Europe and Japan.

The transaction is subject to regulatory approval and certain other conditions.
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GREAT-WEST LIFECO INC..

GREAT-WEST

Management's Discussion and Analysis
LIFECOne e

BUSINESS UNITS - UNITED STATES

HEALTHCARE
OPERATING RESULTS

For the three months
ended March 31

2007 2006 % Change
Premiums and deposits $ 1,739 § 1676 4%
Sales 269 351 -23%
Fee and other income 211 201 5%
Net income 53 50 6%
Premiums and deposits (US$) $ 1486 $ 1458 2%
Sales (USS) 230 305 -25%
Fee and other income (US$) 180 174 3%
Net income (US$) a5 43 5%

Premiums and deposits

Three months
Healthcare premiums and deposits for the first quarter of 2007 increased 2% to US$1,486 million due pnmanly to
increased membership and strong renewal pricing on individual stop loss. B RS

Sales

Three months
Sales decreased 25% to US$230 million for the three months ended March 31, 2007 over the same period last
year, This decline is the result of lower case sales in all group health segments. e

Membership for the three months ended March 31, 2007 of 2.205 million members has remained relatwely flat
compared to December 31, 2006 members of 2.204 million. In quarter 2007 membership included an increase i in
the Specialty Markets segment, which was offset by terminations in the other segments. Membership ‘at March 31,
2006 of 2,051 million members increased 1% from 2.025 million members at December 31, 2005, primarily due {o
sales in the Specialty Markets segment.

Fee and other income

Three months
Healthcare fee and other income for the first quarter of 2007 increased 3% to US$ 180 million due primarily to
higher membership in Specialty Markets.

Net income

Three months

In quarter earnings in the Healthcare business unit totaled US$45 million, which is a 5% increase compared to the
same period in 2006. The increase is primarily the result of increased investment income and additional
administrative fees from membership growth.
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GREAT-WEST

Management's Discussion and Analysis
LIFECOINC- - United States

FINANCIAL SERVICES

The Company closed on two separate agreements to acquire certain 401(k) business in the second half of 2006.
The combination of the two agreements resulted in the addition of nearly 4,300 plans and 440,000 participants with
participant account values of over US$16.7 billion in 2006.

OPERATING RESULTS

For the three months
ended March 31

2007 2006 % Change
Premiums and deposits $ 1,433 § 1087 32%
Sales 1,199 879 36%
Fee and other income 134 95 41%
Net income 90 83 8%
Premiums and deposits (US$) $ 1,225 § 945 30%
Sales (US$) 1,025 764 34%
Fee and other income (USS) 115 83 39%
Net income (US$) 7 73 5%

Premiums and deposits

Three months

The Company purchased two blocks of 401(k) business in the second half of 2006, which have had a significant
impact on the operating results of the Retirement Services area when comparing the first quarter of 2007 to the first
quarter of 2006.

Premiums and depesits for the first quarter of 2007 were US%1,225 million, an increase of US$280 miilion or 30%
compared to the same period in 2006. The increase in Retirement Services premiums and deposits of 31% is from
the additional ongoing premiums associated with the block acquisitions and from transfers from the retail
investment options to general account and segregated fund investment options. Premiums and deposits in
Individual Markets increased 23% in the first quarter of 2007 primarily due to strong sales of the BOL! product.

Sales

Three months
Sales for the first quarter of 2007 increased US$261 million or 34% compared to 2006. The increase is primarily in
Retirement Services, due to higher sales of 401(k) products in 2007.

Although the Retirement Services customer account values were negatively impacted by the strengthening of the
Canadian dollar against the US doltar, total account values increased by 30% due to the acquisitions of certain
401(k) business from Metropolitan Life Insurance Company and U.S. Bank in the fourth quarter of 20086.

Account values invested in the general account fixed investment options have increased in US dollars by 28%
compared to the same period last year primarily due to acquisitions of certain business from Metropoiitan Life
Insurance Company, while account values invested in the segregated variable investment options have increased
9% in US dollars compared to the same period last year primarily due to the improvement in U.S. equity markets.
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GREAT-WEST

Management's Discussion and Analysis
INC. - United States

Participant accounts values invested in unaffiliated retail investment options and participant account values where
only administrative services and recordkeeping functions are provided have increased 34% in US dollars in 2007.
The increase is primarily attributable to the 401(k) acquisitions discussed above.

Fee and other income

Three months

Fee income for 2007 has increased US$32 million or 39% compared to the same period in 2006. The growth is
related to the acquisition of two blocks of business in 2006 from Metropolitan Life Insurance Company and U.S.
Bank.

Net income

Three months _

In US dollars, earnings increased 5% compared to the same period in 2006. The increase was due primarily to a
combination of higher fee income net of higher operating expenses in 2007 associated with the 401(k) acqmsmons
in Retirement Services (Metropolitan Life Insurance Company and U.S. Bank).

CORPORATE

Net Income

e
Three months
In US dollars, earnmgs were a charge of $1 million compared to net income of $1 million in 2006. The 2007 results

include higher financing charges.
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GREAT-WEST

Managemant's Discussion and Analysis
LIFECOx

EUROPE

Selected consolidated financial information - Europe

For the three months
ended March 31

2007 2006 % Change
Premiums and deposits $ 4405 % 2,432 81%
Sales - Insurance & Annuities 1,636 1,092 50%
Fee and other income 162 144 13%
Net income - common shareholders 147 111 32%
Total assets $ 40,582 § 26,045 56%
Segregated funds net assets 27,579 21,073 31%
Total assets under administration $ 68161 § 47,118 45%

2007 DEVELOPMENTS
* Shareholder net income was $147 milfion, up 32% from 2006.
* Insurance & Annuities sales increased by $544 million, up 50% over 2006.

o The Company agreed to purchase a payout annuity block of business from Equitable Life in the UK. in the
second quarter of 2006. The transfer of assets and liabilities has been approved by the courts and was
completed on February 9, 2007.

BUSINESS UNITS - EUROPE

4]
x
>
4
z
m
v
-
c
1
m
[a)
=
z
n

INSURANCE & ANNUITIES
OPERATING RESULTS

For the three months
ended March 31

2007 2006 % Change
Premiums and deposits $ 2220 $ 1501 48%
Sales 1,636 1,092 50%
Fee and other income 161 143 13%
Net income 120 87 38%
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GREAT-WEST -

Management's Discussion and Analysis
LIFECOx

Premiums and deposits

Three months

Prermiums and deposits increased $719 million or 48%. The increase was due to higher segregated fund premiums
on savings products in the U.K. and Ireland and pension praducts in Ireland and Germany. In addition, payout
annuity sales in the U.K. increased as compared to the same period in 2006 as sales returned to long term levels
following customer purchase decisions being delayed prior to the implementation of new retirement legislation in
April 2006. :

Sales

Three months

Sales increased by $544 miillion or 50% compared to the first quarter of 2006. Strong sales growth was driven by
payout annuities (discussed above) and group products in the UK., as well as single premium savings products in
the U.K. and Ireland and pension products in Ireland and Germany.

Fee and other income

Three months
Fee and other income increased by $18 million or 13% compared to 2006. The increase was driven primarily by
growth in Ireland and Germany partly offset by the reduction in sales of a savings praduct in the U.K./Isle of Man.

Net income

Three months
Net income atiributable to common shareholders increased $33 mitlion, or 38% to $120 million compared to the first
quarter of 2006.

The strong results in Europe are largely due to the payout annuities and group businesses in the U.K. operations.
The increase in payout annuities was driven by strong sales growth and the contribution from the Equitable Life
payout annuity block, acquired in the second quarter of 2006. The U.K. group insurance business benefited from
favourable mortality experience.

REINSURANCE

For the three months
ended March 31

2007 2006 % Change
Premiums and deposits $ 2,85 % 931 135%
Fee and other income 1 1 0%
Net income 28 22 27%

Premiums and deposits

Three months

Premiums and deposits for the Reinsurance business unit were $2,185 million, an increase. of $1,254 million over
the three months ended March 31, 2006. The increase is due to the commutation of certain structured life
contracts in the quarter.

Fee and other income

Three months
Fee income in 2007 was consistent with 2006.
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GREAT-WEST

Management's Discussion and Analysis
LIFECO

Net income
Three months
Net income was $28 million, an increase of $6 million or 27% compared to the same period in 2006.

The 2007 results reflect higher renewal profits, lower new business strain in life reinsurance, and surrender gains
from commutation of certain property catastrophe treaties, parlly offset by unfavourable mortality experience in life
reinsurance.

CORPORATE

Net income

Three months '
The Corporate account primarily includes financing charges as well as the results for the non-core international
businesses.

For 2007, net income was a charge of $1 million compared to net income of $2 million for 2006. The 2007
decrease reflects increased financing expense.
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| 7 Cfililﬁ-ﬁ]%r OINC‘ Management's Discussion aingoAr:g:-ay:;s

LIFECO CORPORATE OPERATING RESUL TS

The Lifeco Corporate segment includes operating resulis for activities of Lifeco that are not associated with the
major business units of the Company.

Three months
Corporate net income was nil in 2007 compared to a charge of $3 million in 2006. The 2006 result reﬂects %2
million of withholding tax incurred by Lifeco in the course of receiving dividends from U.S. subsidiaries and $1
miilion of operating expenses incurred at the Lifeco level.

v
)

OTHER INFORMATION
Additional information relating to Lifeco, including Lifeco's most recent financial statements, CEO!CFO certlt" catlon
and Annual Information Form are available at www.sedar.com. .
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GREAT-WEST

LIFECOn

FINANCIAL HIGHLIGHTS (unaudited)

{in $ millions except per share amounts)

2007 2006 % Change

For the three months ended March 31

Premiums:
Life insurance, guaranteed annuities

and insured health products $ 5613 $ 3,695 52%
Self-funded premium equivalents {ASO contracts) 1,964 1,919 2%
Segregated tunds deposits:

' Individual products 2,701 2,021 34%

Group products 1,716 1,653 10%
Proprietary mutual funds deposits 220 161 37%
Total premiums and deposits ' 12,214 9,349 31%
Fee and other income 764 657 16%
Paid or credited to policyholders 5,584 4,001 40%
Net income - common shareholders 514 446 15%

Per common share %
Basic earnings 0.576 0.501 15% b
Dividends paid 0.255  0.22375 14% =
Book value 11.31 10.06 12% “

Return on common shareholders' equity (12 months): 20.4% 20.4% 5

At March 31 8
Total assets $ 121,439 $ 102,392 19% 2
Segregated funds net assets 92,663 79,997 16% '
Proprietary mutual funds net assets 2,098 1,538 3I6%

Total assets under administration $ 216,200 $ 183,927 18%
Share capital and surplus $ 11,191 9,767 15%
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GREAT-WEST

LIFECOne

CONSOLIDATED STATEMENTS OF SURPLUS (unaudited)

{in $ millions)

For the three months
ended March 31

2007 2006
Accumulated surplus ) oL
Balance, beginning of year $§ 5858 § 4,860
Change in accounting policy (note 1(a)) (373) -
Net income ' 528 4586
Common share cancellation excess - ' {11)
Dividends to shareholders
Perpetual preferred shareholders (14) T(10)
Common shareholders . (227) - (200)
Balance, end of period $ 5772 $ ' 5095
e Accumulated other comprehensive income, net of income taxes (note 14) . RPN
] § Balance, beginning of year $ - $ -
_ ° Reclassification from currency translation account (note 1(a)) (547)
o Change in accounting policy (note 1(a)) 262 -
-l
= Other comprehensive income {111) -
..3_ Balance, end of period $ {396) $ -
<L
{*r]
& Contributed surplus
Balance, beginning of year $ 28 $ 19
Stock option expense
Current year expense (note 11) 1 2
Exercised - -
Balance, end of period $ 29 3 21
Currency translation account
Balance, beginning of year $ {547) $ (849)
Reclassification to accumulated other comprehensive income {note 1(a)) 547 -
Change during the period - 33
Balance, end of period $ - $ (816)
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GREAT-WEST

LIFECO-

FINANCIAL HIGHLIGHTS (unaudited)

(in & miflions except per share amounts)

2007 2006 % Change
For the three months ended March 31
Premiums:
Life insurance, guaranteed annuities
and insured health products $ 65613 § 3,895 52%
Self-funded premium equivalents {ASO contracts) 1,964 1,919 2%
Segregated funds deposits:
‘ Individual products 2,701 2,021 34%
Group products 1,716 1,553 10%
Proprietary mutual funds deposits 220 161 37%
Total premiums and deposits ' 12,214 9,349 31%
Fee and other income 764 657 16%
Paid or credited to policyholders 5,584 4,001 40%
Net income - common shareholders 514 446 15%

Per common share 2
Basic earnings 0.576 0.501 15% A
Dividends paid 0.255 0.22375 14% r§|
Book value 11.31 10.06 12% b

Return on commeon shareholders’ equity (12 months): 20.4% 20.4% 5

At March 31 8
Total assets $ 121,439 $ 102,392 19% z
Segregated funds net assets 92,663 79,997 16% ’
Proprietary mutual funds net assets 2,098 1,538 36%

Total assets under administration $ 216,200 % 183,927 18%
Share capital and surplus $ 1191 $§ 9,767 15%
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GREAT-WEST

LIFECOne

SUMMARY OF CONSOLIDATED OPERAT!ONS (unaudited)

(in $ millions except per share amounts)

For the three months ended

March 31
2007 2006
{note 1{a))
Income . o
Premium income $ 5,613 $. 3,695
Net investment income {note 3) 1,002 1,323
Fee and other income 764 . .657
7,379 5675
Benefits and expenses '
Paid or credited to policyholders and beneficiaries s
including policyholder dividends and experience refunds 5,584 4,001
Commissions 378 342
Operating expenses 595 ~ 562
Premium taxes 64 T80
Financing charges (note 4) 51 ¢ SR ¥
Amortization of finite life intangible assets 8 v "4
. "g' Net income before income taxes 699. . .. . . 659
§ income taxes - current 149° @ " 917
= - future (1) ™ "'g2
=
o Net income before non-controlling interests 561 490
3
e Non-controlling interests (note 9) 33 - o 34
= Net income - shareholders ' 528° ' 456
Perpetual preferred share dividends 14 10
Net income - common shareholders 3 514 $ ‘446

Earnings per common share {note 13)
0576 . § 0.501
0.572 $ 0.497

Basic
Diluted

&

o
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GREAT-WEST

LIFECOwe

CONSOLIDATED BALANCE SHEETS (unauditeq)

{(in § millions)

March 31, December 31, March 31,
2007 2006 2006
{note 1(a))

Assets
Bonds {note 2) $ 74,861 $ 65246 $ 59,481
Mortgage loans (note 2) 15,356 15,334 14,693
Stocks (note 2} 5,621 4,766 4,182
Real estate (note 2) 2,224 2,216 1,839
Loans to policyholders 6,731 6,776 6,735
Cash and cash equivalents 2,696 3,083 2,674
Funds heid by ceding insurers 1,866 12,371 2,504
Goodwill 5,440 5,444 5,327
Intangible assets 1,566 1,575 1,453
Other assets {note 5) 5,078 3,717 3,504
Total assets $ 121,439 $ 120,528 $ 102,392
Lizbilities
Paolicy liabilities
Actuarial liabilities $ 92,786 $ 89,490 $ 71,743 -
Provision for claims 1,316 1,266 1,010 fa)
"Provision for policyholder dividends 578 568 546 ‘g
Provision for experience rating refunds 216 452 .. 352 3
:Policyholder funds 2,272 2,202 2,112 k3
' W
97,168 93,978 75,763 ; .
-n
m
Debentures and other debt instruments (note 6) 1,960 1,980 1,891 A
Funds held under reinsurance contracts 1,964 1,822 4,139 z
Other liabilities (note 7) 4,186 4,167 3,524 n
Repurchase agreements 918 997 1,083
Deferred net realized gains 188 2,821 . 2,654
' 106,384 105,765 89,054
Preterred shares (note 10) 825 756 787
Capital trust securities and debentures (note 8) 634 646 648
Non-controlling interests (note 9)
Participating account surplus in subsidiaries 2,042 1,884 1,771
Preferred shares issued by subsidiaries 209 209 209
Perpetual preferred shares issued by subsidiaries 154 154 156
Share capital and surplus
Share capital {note 10)
Perpetual preferred shares 1,099 1,099 799
Common shares 4,687 4,676 4,668
Accumulated surplus 5,772 5,858 5,095
Accumulated other comprehensive income (396) - -
Contributed surplus 29 28 21
Currency translation account - (547) {816)
11,191 11,114 9,767
Liabilities, share capital and surplus $ 121,439 $ 120,528 $ 102,392
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GREAT-WEST
INC.

CONSOLIDATED STATEMENTS OF SURPLUS (unaudited)
(in $ miilions)

For the three months
ended March 31

2007 2006

Accumulated surplus _ o
Balance, beginning of year $ 5858 $ 4860
Change in accounting poficy (note 1(a)) (373) -
Net income '~ 528 456
Common share cancellation excess - ' (11}
Dividends to shareholders e

Perpetual preferred shareholders (14) (10

Common shareholders . (227) - (200}
Balance, end of period $ 5772 $ ' 50095
Accumulated other comprehensive income, net of income taxes (note 14) _
Balance, beginning of year $ - $ -
Reclassification from currency translation account (note 1(a)) (547)
Change in accounting policy (note 1(a}} 262 -
Other comprehensive income (111) -
Balance, end of period $ (396) % -
Contributed surplus
Balance, beginning of year $ 28 $ 19
Stock option expense

Current year expense (note 11) 1 2

Exercised - -
Balance, end of period 3 29 $ 21
Currency translation account
Balance, beginning of year $ (547) $ (849)
Reclassification to accumulated other comprehensive income (note 1(a)} 547 -
Change during the period - 33
Balance, end of period $ - $ (816)
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GREAT-WEST

LIFECQOxe

SUMMARY OF CONSOLIDATED COMPREHENSIVE INCOME (unaudited)

{in $ millions)

For the three months
ended March 31

2007
(note 1{a))
Net income $ 528
Other comprehensive income (loss), net of income taxes
Unrealized foreign exchange gains (losses) on franslation of foreign operations,
net of tax of $0 (75)
Unrealized gains (losses) on available for sale assets, net of tax of $4 (15)
Reclassification of realized gains (fosses) on available for sale assets,
net of tax of $7, to net income (21)
Unrealized gains (losses) on cash flow hedges, net of tax of $0 -
Non-controlling interests (note 9) -
(111)
Comprehensive income ' $ 417
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(in $ millions)

Operations

Net income

Adjustments:
Change in policy liabilities
Change in funds held by ceding insurers
Change in funds held under reinsurance contracts
Change in current income taxes payabte
Future income tax expense
Other

Cash flows from operations

Financing Activities
Issue of common shares
Purchased and cancelled common shares
Repayment of debentures and other debt instruments
Dividends paid

Investment Activities
Bond sales and maturities
Mortgage loan repayments
Stock sales
Real estate sales
Change in loans to policyholders
Change in repurchase agreements
Investment in bonds
Investment in mortgage loans
Investment in stocks
Investment in real estate

Effect of changes in exchange rates on cash and cash equivalents

Decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of period

31

CONSOLIDATED STATEMENTS OF CASH FLOWS (unaudited)

For the three months
ended March 31

2007 2006

$° 528 § 456

(52) 129
288 52

26 (78)
(48) (89
(1) 52
(557) (574)
178 (52)
SRR © P12
- (15)

9 - - {12)
(241) - : o (210)
(239). . (225)
6,532 7432
. 469 438
. 353 .. 294
.19 119
(34) (87)
(427) 114
(5,943) (7,093)
(594) (532)
(572) . (353)
(113) (72)
(310) (40)
(16} 30
(387) - (287)
3,083 2,961

$ 2,69 $ 2674
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Notes to Interim Consolidated. Financial Statements (unaudited)
(in $ millions except per share amounts)

1.

Basis of Presentation and Summary of Accounting Policies

The interim unaudited consolidated financial statements of Great-West Lifeco Inc. (Lifeco or the
Company) at March 31, 2007 have been prepared in accordance with Canadian generally accepted
accounting principles, using the same accounting policies and methods of computation followed in
the consolidated financial statements for the year ended December 31, 2006 except as noted below.
These interim consolidated financial statements should be read in conjunction with the consolidated

financial statements and notes thereto in the Company’s annual report dated December 31, 2006.

(a) Financial Instruments
Effective January 1, 2007, the Company adopted the Canadian Institute of Chartered
Accountants (CICA) Handbook Section 4211, Life Insurance Enterprises, Section 3855, Financial
Instruments — Recognition and Measurement, Section 3865, Hedges; Section 1530,
Comprehensive Income.

In addition to the adoption of the CICA standards, the Company adopted The Office of the
Superintendent of Financiat Institutions Canada Guideline D-10, Accounting for Financial.
Instruments Designated as “Held for Trading” (Fair Value Option)(OSFI D-10), which provides -
additional-guidance to certain federally regulated financial institutions, including life insurance
companies.

Under the new guidance, all financial assets, including derivatives, must be classified as available
for sate, held for trading, held to maturity, or loans and receivables. All financial liabilities,
including derivatives, must be classified as held for trading or other. All financial instruments
classified as available for sale or held for trading are recognized at fair value on the Consolidated
Balance Sheet while financial instruments classified as loans and receivables or other will
continue to be measured at amortized cost using the effective interest rate method. The
standards allow the Company to designate certain financial instruments, on initial recognition, as
held for trading. This option has been limited by the requirements of OSFI D-10.
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Changes in the fair value of financial instruments classified as held for trading are reported in net
income. Unrealized gains or losses on financial instruments classified as available for sale are
reported in Other Comprehensive Income until they are realized by the Company.

The new guidance introduces the concept of Consolidated Other Comprehensive Income, which
tracks unrealized gains and losses experienced by the Company on certain investments and
derivative instruments, and the currency translation account movement. Consolidated Other
Comprehensive Income together with Consolidated Net Income provides the financial statement
reader with Consolidated Comprehensive Income. Consolidated Comprehensive Income is the
total of all realized and unrealized income, expenses, gains and losses related to the
Consolidated Balance Sheet including currency translation gains and iosses on foreign subsidiary
operations.
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Unless otherwise stated below, financial assets and liabilities will remain on the Consolidated
Batance Sheet at amortized cost.

Certain investments, primarily investments actively traded in a public market, and certain financial
liabilities are measured at their fair value. Investments backing actuarial liabilities, investments
backing participating account surplus in The Canada Life Assurance Company (Canada Life),
and preterred shares classified as liabilities are designated as held for trading using the fair value
option. Changes in the fair value of these investments flow through net income. This impact is
largely offset by corresponding changes in the actuarial liabilities which also flow through net
income. Invesiments backing shareholder capital and surplus, with the exception of the
investments backing participating account surplus in Canada Life, are classified as avaitable for
sale. Unrealized gains and losses on these investments flow through Other Comprehensive
Income until they are realized. Certain investment portfolios are classified as held for trading as a
reflection of their underlying nature. Changes in the fair value of these investménts flow through
net income. There has been no change to the Company’s method of accounting for real estate or
loans.

Derivative instruments, previously off-balance sheet, are recognized at their market value in the
Consolidated Balance Sheet (note 5 and 7). Changes in the fair value of derivatives are
recognized in net income except for derivatives designated as effective cash flow hedges.

Derivatives embedded in financial instruments, or other contracts, which are not closely related to
the host financial instrument, or contract, must be bifurcated and recognized independently. The
change in accounting policy related to embedded derivatives did not have a S|gn|f|cant impact on
the financial statements of the Company.

Three types of hedging retationships are permitted under the new guidance: fair value hedges,
cash flow hedges, and hedges of net investments in self-sustaining foreign operations. Changes
in fair value hedges are recognized in net income. The effective portion of cash flow hedges, and
hedges of net investments in self-sustaining foreign operations, are offset through Other
Comprehensive Income until the variability in cash flows being hedged is recognized in net
income.

Trade-date accounting will be used to account for all reqular-way purchase or sale of investments
iraded on a public market and derivative instruments. Settlement-date accounting will be used to
account for alt reqular-way purchase or sale of investments not traded on a public market.

Transaction costs for financial assets and liabilities classified or designated as held for trading will
be recognized immediately in net income. Transaction costs for financial assets classified as
available for sale or loans and receivables will be added to the value of the instrument at
acquisition and be taken into net income using the effective interest rate method. Transaction
costs for financial liabilities classified as other than held for trading will be recognized immediately
in net income

On January 1, 2007, transition adjustments were made to certain existing financial instruments to
adjust their carrying value to market, to recognize derivative financial instruments on the balance
sheet, to eliminate the recognition of deferred realized gains with corresponding adjustments to
actuarial liabilities and opening accumulated surplus.

i3

POWER CORPORATION QF CANAQDA — FIRST QUARTER REPORT 2007

C 32




GREAT-WEST

LIFECOx

The following table summarizes the adjustments made to adopt the new standards:

Assets

Bonds

* Classified as available for sale
Classified as held for trading

Designated as held for trading
l:oans and receivables

Mor_tgage loans

Stocks . .-
Classified as available for sale
Classitied as held for trading

All other assets
Total assets

Liabilities

Pdlicy liabilities

Funds held under reinsurance contracts -

Deferred;net realized gains

Preferred share liability (Series D and E)

All other liabilities

Non-controlling interests

Participating account surplug in subsidiaries

Other non-controlling interests
Sharé capital and surplus
Share capital

Shareholder surplus
Accumulated surplus

Accumulated other comprehensive income

Contributed surplus
Currency translation account

Liabilities, share capital and surpius

34

December 31, Adjusted
2006 Opening January 1,
as Reponted Adjustments 2007
(note 1(d)) '
$ 65246 $ (65246) § -
- 5,673 5,673
- 48,904 48,904
- 1,650 1,650
- 10,035 10,035
65,246 1,016 66,262
15,334 (46) 15,288
4,766 {4,460) 306
- HO 910
- 4,211 4.211
4766 661 5,427
35,182 {153) 35,029
$ 120,528 $ 1,478 $ 122,006
$ 93,978 $ 3,896 $ 97,874
1,822 121 1,943
2,821 {2,628) 193
756 71 827
7,790 - 7.790
107,167 1,460 108,627
1,884 129 2,013
363 - 363
5775 - 5775
5,858 (373) 5,485
- (285) (285)
28 - 28
(547) 547 -
11,114 (111} 11,003
$ 120,528 $ 1,478 $ 122,008
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{b) Determining Variable Interest Entities

The Company adopted the Emerging Issues Commitiee (EIC) of the CICA EIC-1863, Determining thé‘
Variability to be Considered in Applying AcG-15 on January 1, 2007 EIC-163 provides additional
guidance on consolidation of variable interest entities.

(c) New Accounting Requirements

Capital Disclosures

Effective January 1, 2008, the Company will be required to comply with CICA Handbook Section
1535, Capital Disclosures. The Section establishes standards for disclosing information that enables
users of financial statements to evaluate the entity’s objectives, policies and processes for managing
capital. The new requirements are for disclosure only and will not impact financial results of the
Company. c

Financial Instrument Disclosure and Presentation :
Effective January 1, 2008, the Company will be required to comply with CICA Handbook Section -
3862, Financial Instruments — Disclosures, and Section 3863, Financial Instruments — Presentation.
These sections will replace existing Section 3861, Financial Instruments — Disclosure and
Presentation. Presentation standards are carried forward unchanged. Disclosure standards are . .
enhanced and expanded to complement the changes in accounting policy adopted i m accordance .
with Section 3855, Financial Instruments — Recognition and Measurement. RPN

(d) Comparative Figures

Certain of the 2006 amounts preseénted for comparatwe purposes have been reclassmed to conform
to the presentation adopted in the current year. This reclassification has resulted in an mcrease to
total assets of $65 at December 31, 2006 and $86 at March 31, 2008, with a correspondmg increase
in total liabilities. ' "
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Comparative figures have not been restated to conform with the new Financial Instruments
accounting policies adopted January 1, 2007. CICA guidance explicitly prevents restatement of
comparative information under the new standards.

;o
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2. Portfolio Investments
(a) Carrying values of the portiolio investments are as follows:

March 31, 2007 December 31, March 31,

Market Value Amortized Cost Total ‘2006 - 2006
Avallable Held for Tradlng' Loans and Non-flnancial - ' " Carrying - Carrying*
for sale Designated  Classifled recelvables instruments value value
Bonds . o
- government $ 2012 § 21412 §$ 1,013 § 2240 § - $ 266770 § 22088 .$§ 21,216
- corporate 3,136 36,823 . 615 7,610 - 48,184 43,177 - 38,265
5,148 58,235 1,628 9,850 - 74,861 65,246 59,481
Mortgage loans ' . ' .
- residential : - - - 7,259 - 7259 7342 7,275
- non-residential - - - 8,097 - 8,097 7,992 7,418
- - 15,356 - 15,356 15,334 14,693
Stocks 587 4,725 - - 309 5,621 4766 . - 4,182
Real estate . - T - 2,224 2,224 2216- - 1,839

§ 573 §° -62,960 $ 1628 § 25206 §$ 2533 § 98062 §$ 87562 $ 80,195

'Investhnts can be held for trading in two ways: designated as held for trading at the opt:on of -
management; or, classified as held for tradlng if they are actively traded for the purpose of earning
investment income,

(b) Stocks include the Company’s investment in an affiliated company, IGM Financial Inc. (IGM), a
miember of the Power Financial Corporat:on group of companies, over which it exerts significant
influence but does not control.’” As a result of changes in circumstances, the investment is accounted
for using the equity method of accounting as at January 1, 2007. The portfolio method of accounting
was used to account for the Company’s investment in IGM in prior years.

March 31, December 31, March 31,

2007 2006 2006
Carrying value, beginning of year $ 306 $ 276 $ 276
Equity method earnings 7 - -
Dividends (4) . -
Portfolio method earnings - 30 9
Carrying value, end of period $ 309 $ 306 $ 285
Share of equity, end of period $ 136 $ 133 $ 123
Fair value, end of period $ 449 $ 452 $ 445

The Company owns 9,205,861 shares of IGM at March 31, 2007 (9,205,933 at December 31, 2006;
9,205,600 at March 31, 2006) representing a 3.48% ownership interest (3.48% at December 31, 2006;
3.48% at March 31, 2006).
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3. Net Investment Income
Net investment income is comprised of the following:

For the three months Mortgage

ended March 31, 2007 ‘Bonds loans Stocks Real estate Other Total
Net realized gains (losses) i
(Available for Sale) $ 25 $ - $ 3 $ . $ - $ 28 !
Net realized/ unrealized gains (losses) - I
(Designated Held for Trading) (479) . 79 - {13) - {413) |
Net realized/ unrealized gains (losses) .
(Classified Held for Trading) (3) - - - - ' {3)
Met realized gains {losses) ’ EEE :
(Other classifications) 2 6 - - - .. . 8
Investment income 925 224 44 35 152 1,380
Recovery of credit losses 1 - - - - 1
Arnortization of deferred nel realized gains - - - 19 - -19
Other income and expenses - - - - {18) - {18)
Net investment income $ 471 $ 230 $ 126 $ 54 $ 121 § 1,002
!
; ' For the three months Mortgage
) ended March 31, 2006 Bonds loans Stocks Real estate Other Total
% lé Investment income earmned $ 800 $ 216 $ 33 $ 26 $ 99 $ 1,174
; o Amortization of net realized and
. w unrealized gains 61 12 76 14 - 163
R Recovery for credit losses 2 - - - - 2
' E Investment expenses - - - - {16) (16)
- E Net investment Income $ 863 3 228 $ 109 $ 40 $ 83 $ 1323
. E’
NG

4. Financing Charges
Financing charges consist of the following:

For the three months
ended March 31

2007 2006

Interest on long-term debentures and other debt instruments $ 30 $ 27
Preferred share dividends 7 10
Interest on capital trust debentures 12 12
Other 5 1
Distributions on capital trust securities held by consolidated

group as temporary investments {3) (3)
Total $ 51 $ 47
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5. Other Assets
Other assets consist of the following:

March 31, December 31, March 31,

2007 2006 " 2006
Premiums in course of collection $ 523 3 566 $ 633
Interest due and accrued 1,162 1,009 936
Derivative financial instruments (note 1(a)) 587 - -
Other investment receivables 402 - -
Future income taxes 333 369 424
Fixed assets 260 263 271
Prepaid expenses 53 64 60
Accounts receivable 898 754 659
Accrued pension asset : 193 189 171
Other - 667 503 350

$ 5,078 $ 3717 $ 3,504
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6. Debentures and Other Debt Instruments

Debentures and other debt instruments consist of the following:

Short term
Commercial paper and other short term debt instruments with interest
rates from 5.3% to 5.4% {5.2% to 5.3% in 2006}
'Revolving credit in respect of reinsurance business with interest rates
of 6.0% maturing within one year (6.0% in 2006)

Total short term
Long term
Operating:
Note payable with interest rate of 8.0%
Capital:
Lifeco
6.75% Debentures due August 10, 2015, unsecured
6.14% Debentures due March 21, 2018, unsecured
6.74% Debentures due November 24, 2031, unsecured
6.67% Debentures due March 21, 2033, unsecured

Canada Life
" Subordinated debentures due September 19, 2011 bearing a lixed rate
of 8% until 2006 and, thereafter, at a rate equal to the Canadian
90-day Bankers' Acceptance rate plus 1%, unsecured
Subordinated debeniures due December 11, 2013 bearing a
fixed rate of 5.8% until 2008 and, therealter, at a rate equal to the
Canadian 90-day Bankers' Acceptance rate plus 1%, unsecured
6.40% Subordinated debentures due December 11, 2028, unsecured
Acquisition related fair market value adjustment

Great-West Life & Annulty Insurance Capltal, LP
6.625% Deferrable debentures due November 15, 2034,
unsecured (U.S.$175)

Great-West Life & Annulty Insurance Capltal, LP I
7.153% Subordinated debenturas due May 16, 2046,
unsecured (U.$.$300)

Total long term
Total debentures and other debt instruments

39

March 31, December 31, March 31,
2007 2006 2006

$ 101 $ 110 $ 110
1 1 3
102 11 113
8 8 9
200 200 200
200 200 200
200 200 200
400 400 400
1,000 1,000 . .. 1,000
- - - 250
200 .. - 200. + 200
100 100 100
4 5 10
304 305 560
201 205 209

345 351 -
1,858 1,869 1,778

$ 1,960 $ 1,980

$

1,891
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7. Other Liabilities

Other liabilities consist of the following:

Current income taxes
Accounts payable

Post-retirement benefits provision

Bank overdraft
Future income taxes

Derivative financial instruments {note 1(a))

Other

8. Capital Trust Securities and Debentures

Capital trust debentures:

5.995% Senior debentures due December 31, 2052, unsecured (GWLCT)

6.679% Senior debentures due June 30, 2052, unsecured (CLCT)
7.529% Senior debentures due June 30, 2052, unsecured (CLCT)

ACquisition related fair market value adjustment
Trust securities held by consolidated group

as temporary investments
Total

Great-West Life Capital Trust (GWLCT), a trust established by The Great-West Life Assurance Company

March 31, December 31, March 31,
2007 2006 2006
$ 203 $ 246 $ 239
402 . 459 513
527 520 525
499 446 445
407 369 332
79 - -
2,069 2127 1,470
$ 4,186 $ 4167 $ 3,524
March 31, December 31, March 31,
2007 2006 2006
350 350 350
300 300 300
150 150 150
800 800 800
30 31 33
(196} {185) " (185)
$ 634 $ 646 $ 648

(Great-West Life), had issued $350 of capital trust securities, the proceeds of which were used by
GWLCT to purchase Great-West Life senior debentures in the amount of $350, and Canada Life Capital
Trust (CLCT), a trust established by Canada Life, had issued $450 of capital trust securities, the
proceeds of which were used by CLCT to purchase Canada Life senior debentures in the amount of

$450.
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9. Non-Controlling Interests

The Company controlled a 100% equity interest in Great-West Life, London Life Insurance Company
{London Life), Canada Life and Great-West Life & Annuity Insurance Company {(GWL&A) at March 31,
2007 and March 31, 2006.

(a) The non-controlling interests of Great-West Life, London Life, Canada Life, GWL&A and their
subsidiaries reflected in the Summary of Consolidated Operations are as follows:

For the three months
ended March 31

2007 2006
Participating account
Net income attributable to participating
account before policyholder dividends
Great-West Life $ 30 $ 29
London Life 166 162
Canada Life 53 47
GWL&A 50 43
Policyholder dividends
Great-West Life . (27) (26)
‘London Life ' ' {146) (139)
Canada Life (52) (46)
GWL&A (45) (40)
Net income - participating account 29 30
Preterred shareholder dividends of subsidiaries 4 4
Total $ 33 $ 34
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{b) The carrying value of non-controlling interests consist of the following:

March 31, December 31, March 31,
2007 2006 2006

Participating account surplus:

Great-Waest Life $ 405 $ 370 s 375

London Life 1,399 1,275 1,174

Canada Life 29 35 26

GWL&A 241 204 196
Participating account accumulated other comprehensive income:

Great-West Lite 9 - -

London Life {15) - -

Canada Life 2 - -

GWLEA {28) - -

3 2,042 $ 1,884 $ 1,771

Preferred shares issued by subsidiaries:

Great-West Life Series L, 5.20% Non-Cumulative $ 52 $ 52 $ 52 "
Great-West Life Series O, 5.55% Non-Cumulative 157 157 . 157 F-]
.
$ 209 § 209§ 209 z
&
5.
Perpetual preferred shares issued by subsidiaries: <
m
CLFC Series B, 6.25% Non-Cumulative $ 145 $ 145 $ 145 2
Acquisition related fair market value adjustment 9 9 11 E
$ 154§ 154§ 156 '

(e) The non-controlling interests of Great-West Life, London Life, Canada Life, GWL&A and their
subsidiaries reflected in Other Comprehensive Income are as follows:

For the three months
ended March 31
Participating account 2007
Other comprehensive income attributable
to participating account
Great-West Life $ (1)
London Life -
Canada Life -
GWLEA 1
Other comprehensive income -
participating account $ -
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10. Capital

Authorized . :
Unlimited First Preferred Shares, Class A Preferred Shares and Second Preferred Shares, Lot
Unlimited Common Shares '

Issued and outstanding

March 31, 2007 December 31, 2006 March 31, 2006
Carrying Stated Stated
Number value Number value . Number | value.
Classified as liabilities
Preferred shares: - Ty
Designated as held for trading "'
Serigs D, 4.70% Non-Cumulative
First Preferred Shares 7,978,900 $ 212 7,978,900 $ 199 7,978,900 $ 199
Series E, 4.80% Non-Cumulative
First Preferred Shares 22,282,215 613 22,282,215 557 23,499,915 588
30,261,115 $ 825 30,261,115 $ 756 31,478,815 - $.- 787
Classified as equity
Perpetual preferred shares: b
Series F, 5.90% Non-Cumulative
First Preferred Shares 7,957,001 $ 199 7,957,001 $ 199 7,957,001 $ 199
Series G, 5.20% Non-Cumulative
First Preterred Shares 12,000,000 300 12,000,000 300 12,000,000 300
Series H, 4.85% Non-Cumulative . B I TRT T IN
First Preferred Shares 12,000,000 300 12,000,000 300 12,000,000 300
Series 1, 4.50% Non-Cumulative
First Preferred Shares : 12,000,000 300 12,000,000 300 - -
43,957,001 $ 1,099 43,957,001 $ 1,099 31,957,001 $ 799
Common shares: ‘
Balance, beginning of year 891,151,789 $ 4,676 890,689,076 $ 4,660 890,680,076 ' ' $4.660
Purchased and cancelled under
Normal Course Issuer Bid - - (1,847,300} (9) (504,000) (4}
Issued under Stock Option Plan 993,457 11 2,310,013 25 1,154,095 "2

Balance, end of period 892,145,246 $ 4,687 891,151,789 $ 4,676 891,339,171 $ 4,668

"The Company has elected to designate the outstanding Preferred Shares Series D and Series E, as
held for trading resulting in an increase of $71 in the carrying value effective January 1, 2007 (see note
1(a)). The effect of the change at March 31, 2007 is an increase of $69 (Series D - $13, Series E -
$56). The in-quarter change of $2 is not attributable to changes in the risk-free interest rate. The
stated value at maturity is $25.00 per share plus accrued dividends.
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11. Stock Based Compensation

1,749,000 options were granted under the Company’s stock option plan for the three months ended
March 31, 2007 (no options were granted during the first quarter of 2006). The weighted-average fair
value of options granted during the three months ended March 31, 2007 were $7.49 per option. -
Compensation expense of $1 after tax has been recognized in the Summary of Consolidated Operations
for the three months ended March 31, 2007 ($2 after tax for the three months ended March 31, 2006).

12. Pension Plans and Other Post Retirement Benefits

The total benefit costs included in operating expenses are as follows:

Pension benefits
Other benefits

Totai

13. Earnings Per Common Share

a) Earnings

Net income - common shareholders

b) Number of common shares

Average number of common shares outstanding

Add:

-Potential exercise of outstanding stock options

Average number of common shares outstanding - diluted basis

Earnings per common share
Basic

Diluted

44

For the three months
ended March 31,

2007 2006
$ 1 $ 20
5 6
3 16 $ 26
2
5
=
For the three months g '
ended March 31, py
2007 2006 2
o
$ 514  § 446
891,567,961 890,681,974
6,958,935 © 7,060,652
898,526,896 897,742,626

$ 0.576 $ 0.501

$ 0.572 $ 0.497
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14. Accumulated Other Comprehensive Income

For the three months ended March 31, 2007 .- .o
Unrealized
foreign exchange
gains(losses) Unrealized Unrealized
on translation gains{losses) gains(losses)
of foreign on available on cash flow
operations for sale assets hedges Total
Balance, beginning of year $ - $ - $ - § -
Opening‘transition adjustment (547) 364 - (183) .
Income tax - (102} - (102}
(547) 262 - (285)
Other comprehensive income {75) (47} - (122) . -
Income tax - 11 - L P
' (75) (36) - (111)
R Y | I
Balance, end of period $ (622) $ 226 $ - - $(396) i

15. Acquisitions

(a) Putnam Investment Trust
On February 1, 2007, Lifeco announced that it had entered into agreements with Marsh & McLennan
Companies, Inc. whereby Lifeco will acquire the asset management business of Putnam Investment
Trust (Putnam), and Great-West Life will acquire Putnam’s 25% interest in T.H. Lee Partners for
approximately $402 (U.S. $350). The parties will make an election under section 338(h)(10) of the
U.S. Internal Revenue Code that will result in a tax benefit that Lifeco intends to securitize for
approximately $632 (U.S. $550). In aggregate these transactions represent a value of approximately
$4.5 billion (U.S. $3.9 billion).

Funding for the transaction will come from internat resources as well as from proceeds of an issue of
Lifeco common shares of no more than $1.2 billion, the issuance of debentures and hybrids, a bank
credit facility, and an acquisition tax benefit securitization. This transaction is subject to regulatory
approval and certain other conditions.

(b} Other Acquisitions
On April 9, 2007, GWL&A entered into an agreement to acquire an 80% majority interest in Benefit
Management Corp., whose principal subsidiary is Allegiance Benefit Plan Management, Inc., a
Montana-based third-party administrator of employee health plans.
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GREAT-WEST

LIFE

COne

16. Segmented Information
Consolidated Operations

For the three months ended March 31, 2007

United Lifeco
Canada States Europe Corporate Total

Income:

Premium income $ 1,805 $ 874 $ 2934 $ - 5,613

Net investment income 594 419 {(12) 1 1,002

Fee and other income 255 347 162 - 764
Total income 2,654 1,640 3,084 1 7,379
Benefits and expenses:

Paid or credited to policyholders 1,768 1,089 2,727 - 5,584

Other 578 338 171 1 1,088

Amortization of finite life intangible assets 4 3 1 - 8
Net operating income

before income taxes 304 210 185 - 699
Income taxes 44 62 32 - 138
Net income before non-controlling

interests ) 260 148 153 - 5861
Non-controlling interests 24 3] 3 - 33
Net income - shareholders 236 142 150 $ - 528‘
Perpetuail preferred share dividends 11 - 3 - 14
MNet income - common shareholders $ 225 $ 142 $ 147 $ - 514
46
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GREAT-WEST

LIFECOn

For the three months ended March 31, 2006

United Lifeco
Canada States Europe Comorate Total
Income:
Premium income $ 1575 $ 692 $ 1428 5 - 3,695
Net investment income 684 335 304 - 1,323
Fee and other income 216 297 144 - 657
Total income 2,475 1,324 1,876 - 5,675
Benefits and expenses:
Paid or credited to policyholders 1,528 838 1,635 - 4,001
Other 620 289 101 1 1,01
Amortization of finite iife intangible assets 3 - 1 - 4
Net operating income
before income taxes 324 197 139 1 659
Income taxes 82 61 24 2 169
Net income before non-controlling :
interests 242 136 115 (3) 490
Non-controlling interests 28 2 4 - 34
Net income - shareholders 214 134 11 (3) 456
z Perpetual preferred share dividends 10 - - - 10
8 Net income - common shareholders $ 204 $ 134 $ 111t $ {3) 446
a
5
-
(7]
foed
s
S
i
-
0
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IGM FINANCIAL INC.

PART D

MANAGEMENT’'S DISCUSSION AND ANALYSIS

Page D2

FINANCIAL STATEMENTS AND NOTES

Page D19

MARCH 3%, 2007

Piease note that the hottom of each page in Part D contains two diffarent page numbers. A page number with the prefix "D”
refers to the number of such page in this document and the page number without any prefix refers o the number of such
page in the original document issued by IGM Financiat Inc,

The attached documents concerning IGM Financial inc. are documents prepared and publicly disclosed by such subsidiary.
Certzin statemerits in the attached documents, other than statements of historical fact, are forward-looking statements based
on certain assumptions and the current expectations of the subsidiary as set forth therein. The reader is cautioned to consider
these staterents carefully and not to put undue eliance on forward-looking staternents, For fusther information provided
by the subsidiary as 1o the material factors that could cause actual results to differ materially from a conclusion, forecast
or projection in the forward-looking information and the material factors aad assumiptions that were applied in drawing a
conclusion or making & forecast or projection set out in the forward-tooking information, please see the attached documents,
including the section entitled Forward-Looking Information.
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4

Management’s Discussion and Analysis

The Management'’s Discussion and Analysis (MD&A) presents management’s view of the operations and financial
condition of [IGM Financial Inc. (IGM Financial or the Company) as at and for the three months ended March 31,
2007, compared with the same period in 2006, and should be read in conjunction with the 2006 IGM Financial
Inc. Annual Report filed on www.sedar.com. Commentary in the MD&A as at and for the three months ended
March 31, 2007 is as of May 3, 2007.

FORWARD-LOOKING INFORMATION

"This report may contain forward-looking statements about [GM Financial, including its business operations,
strategy and expected financial performance and condition. Forward-looking statements include statements that
are predictive in nature, depend upon or refer to future events or conditions, or include words such as “expects”,

LI ” “ oW ” o LI 1

“anticipates”, “plans”, “believes”, “cstimates”, “intends”, “targets”, “projects”, “forecasts” or negative versions. .
thereof and other similar expressions, or future or conditonal verbs such as “may”, “will”, “should”, “would” and
“could”. In addition, any statement that may be made concerning future financial performance (including fevenues,
earnings or growth rates), ongoing business strategies or prospects, and possible furure Company action, is also a .
forward-looking statement. Forward-looking statements are based on current expectations and projections about
future events and are inherently subject to, among other things, risks, uncertainties and assumptions about thé
Company, economic factors and the financial services industry generally. They are not guarantees of future ’
performance, and actual events and results could differ materially from those expressed or implied by forward-
looking statements made by the Company due to, but not limited to, important factors such as generéil economic,
political and market factors in North America and internationally, interest and foreign exchange rates, glob'aii ‘
equity and capital markets, management of market liquidity and funding risks, changes in accounting policies and
methods used to report financial condition, including uncertainties associated with critical accounting assumptions
and estimates, the effect of applying future accounting changes, business competition, technological change, changes
in government regulations and legislation, changes in tax laws, unexpected judicial or regulatory proceedings,
catastrophic events, the Company’s ability to complete strategic transactions and integrate acquisitions and the
Company’s success in anticipating and managing the foregoing risks. The reader is cautioned that the foregoing list
of important factors is not exhaustive, The reader is also cautioned to consider these and other factors carefully
and not place undue reliance on forward-locking statements. Other than as specifically required by applicable law,
the Company has no specific intention to update any forward-looking statcments whether as a result of new

information, future events or otherwise,
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IGM Financial Inc.

Summary of Consolidated Operating Results

Net income for the three months ended March 31,
2007 was $210.5 million compared to $185.3 million
for the same period in 2006, an increase of 13.7%.
Diluted earnings per share were 79 cents for the
period compared to 69 cents in 2006, an increase of
14.5% for the quarter.

Shareholders’ equity was $3.96 billion as at
March 31, 2007, up from $3.82 billion at December 31,
2006. Return on average common equity for the three
months ended March 31, 2007 was 21.6% compared
with return on average common equity of 21.3% for
the same period in 2006. The quarterly dividend per
common share of 42,75 cents in the first quarter
represented an increase of 3.00 cents or 7.5% from
39.75 cents in the fourth quarter of 2006.

NON-GAAP FINANCIAL MEASURES

Earnings before interest and taxes (EBIT) and earnings
before interest, taxes, depreciation and amortization
(EBITDA) are non-GAAP financial measures. EBIT
and EBITDA are alternative measures of performance
utilized by management, investors and investment
analysts to evaluate and analyze the Company’s results.
EBITDA is discussed further in the Consolidated
Liquidity section later in this MD&A. These non-
GAAP financial measures do not have standard meanings
and are not directly comparable to any GAAP measure
or to similar measures used by other companies,

The reconciliation of non-GAAP results to reported
results in accordance with GAAP related to EBITDA
is provided in Table 1. The reconciliation of non-GAAP

results to reported results in accordance with GAAP
related to EBIT is provided in Table 2. '

REPORTABLE SEGMENTS

IGM Financial’s reportable segments, which reflect the
current organizational structure, are:

* Investors Group

* Mackenzie

* Corporate and Other.

Management measures and evaluates the performance
of these segments based on EBIT as shown in Table 2.

Discussion of Investors Group and Mackenzie
Segment Operating Results is contained in their
respective sections of this MD&A.

The Corporate and Other segment includes
operating results for Investment Planning Counsel, net
investment income earned on unallocated investments
and other income as well as inter-segtent eliminations.
Farnings before interest and taxes for Corporate and
Other were $15.5 million for the three months ended
March 31, 2007 compared to $11.1 million in 2006.
Earnings before interest and taxes related to Investment
Planning Counsel were $1.8 million higher than 2006
levels. Net investment income on unallocated
investments increased by $2.6 million in 2007 compared
with 2006 as a result of higher balances and increases
in interest rates.

Certain items reflected in Table 2 are not allocated
to segments:

» [Dnrerest expense — Represents the interest expense on
the remaining debt issued pursuant to the Mackenzie

TABLE 1: RECONCILIATION OF NON-GAAP FINANCIAL MEASURES

Three months ended March 31 (& millions} 2007 2006

EBITDA - Non-GAAP measure $ 4226 § 376.1
Commission amortization (80.7) (72.1)
Amortization of capital assets and intangible assets 5.7 54
Interest expense on long-term debt and dividends on preferred shares 25.9) (26.0)
Income before income taxes and non-controlling interest 3103 2726
Income taxes (99.1) (86.9)
Non-controlling interest 0.7) (0.4)

Net income - GAAP

§ 210.5 § 1853
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IGM FINANCIAL INC.

TABLE 2: CONSOLIDATED OPERATING RESULTS BY SEGMENT

Three months ended March 31 INVESTORS GROUP MACKENZIE CORPORATE & OTHER TOTAL
(% millions) ’ 2007 2006 2007 2006 2007 2006 2007 2006
Fee income - $362.6 53264 § 2597 § 2345 S 355 & 282 $ 657.8 § 5891
Net investment income ’
and other 45.8 43.7 6.6 5.6 10.6 7.9 63.0 57.2
408.4 370.1 266.3 240.1 46.1 36.1 720.8 646.3
I
Operating expenses o
Commissions 111.3 931.6 97.7 91.5 224 17.3 23145 2024
Non-commission 72.9 71.1 76.1 70.6 8.2 7.7 157.2 149.4
184.2 164.7 173.8 ~ 162.1 30.6 25.0 388.6. - .351.8
Earnings before interest o P
and taxes $ 2242 $2054 8§ 925 % 780 $ 155 § 111 3322 2945
Interest expense . 4_ _' 21\9 219
Income before income taxes and non-controlling interest ‘ L3103 .. 2726
[ncome taxes o w994 . B6Y9
[ncome before non-controlling interest L2112 01857
Non-controlling interest . o 07 e 04
Net income | : U $ 2105 81853
acquisition as well as dividends paid on the ¢ Income taxes — The effective income tax rate for the
outstanding preferred shares. Interest expense on three months ended March 31, 2007 was 31.9%
long-term debt totalled $16.7 million and dividends essentially unchanged from 2006 as shown in
paid on preferred shares were $5.2 million for the Table 3. Continuous tax planning may allow the
three month period ended March 31, 2007, Company to record lower income taxes in the .
unchanged from 2006, current period and, as well, income taxes recorded

T

TABLE 3: EFFECTIVE INCOME TAX RATE

Three months ended March 31 2007 2006
Income taxes at Canadian federal and provincial statutory rates 35.21% 35.78%
Effect of:
Dividend income (0.13) ' 0.17)
Net capital gains and losses ' (1.00) (1.06)
Share of earnings of affiliate (2.47) (2.58)
Preferred dividends paid 0.60 0.70
Other items {0.26) (0.79)

Effective income tax rate . C31.95% .. 31.88%
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in prior periods may be adjusted in the current
period to reflect management’s best estimates of the
overall adequacy of its provisions at that ime. Any
related tax benefits or changes in management’s
best estimates are reflected in Other items, which

Investors Group
Assets Under Management

The level of assets under management is influenced
by three factors: sales, redemptions and investment
returns. The changes in assets under management in
2007 compared with 2006 are reflected in Table 4.
Investors Group’s mutual fund assets under
management were $60.2 billion at March 31, 2007 as
shown in Table 4. This level of assets represented an
increase of $2.0 billion or 3.4% from December 31,
2006 and reflected $1.0 billion in net sales and market
appreciation of $1.0 billion for the quarter. During the
tweive month peiiod ended March 31, 2007, assets
increased by $6.3 billion or 11.8% and reflected net

also includes, but is not limited to, the effect of
lower effective tax rates on income not subject to
tax in Canada. Management monitors the status of
its income tax filings, and regularly assesses the

overall adequacy of its provision for income taxes.

market appreciation of $4.7 billion and net sales of
mutual funds totalling $1.6 billion. ,
For the three months ended March 31, 2007,
sales of Investors Group mutual funds through its
Consultant network were $2.3 billion, an increase of
14.3% from 2006. Mutual fund redemptions, which- -
totalled $1.3 billion for the same period, were C
unchanged from 2006 levels. Investors Group’s twelve -
month trailing redemption rate for long-term funds .
decreased to a record low of 7.7% at March 31, 2007 .
from 8.5% at March 31, 2006 and remains helow the
corresponding average redemption rate of approximately

TABLE 4 CHANGE I MUTUAL FUND ASSETS UNDER MANAGEMENT - INVESTORS GROUP

Three months ended March 31 (8 mitlions) 2007 1006 CHANGE
Sales $ 22798 § 11,9954 14.3%
Redemptions 1,278.7 1,277.4 0.1
Net sales 1,001.1 718.0 39.4
Market and income 962.4 2,427.4 (60.4)
Net change in assets 1,963.5 3,145.4 (37.6)
Beginning asscts 58,215.8 50,701.0 14.8
Ending assets $ 60,1793 § 53,8464 11.8%
Consists of:
Investors Masterseries™ funds $ 51,538.0 § 46,226.6 11.5%
IG Mackenzie partner funds 2,677.9 2,290.8 16.9
Partner funds 5,380.7 4,807.0 11.9
iProfile™ funds 582.7 522.0 11.6
§ 60,1793 § 538464 11.8%
Average daily assets $ 58,9949 § 52,3080 12.8%
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|

15.3% for all other members of the Investment Funds.
Institute of Canada (IFIC) at March 31, 2007, Net
sales of Investors Group mutual funds were $1.0 billion
in 2007 compared with net sales of $718 million in 2006,
an increase of 39.4%. Sales of long-term funds were
$2.0 billion for the three months ended March 31, 2007,
compared with $1.8 billion in 2006, an increase of
13.2%. Net sales of long-termn funds were $855 million
compared to net sales of $621 million in 2006, an
increase of 37.7%.

At March 31, 2007, 46% of Investors Masterseries™
mutual funds had four or five star ratings from the
Morningstar' fund ranking service and 75% had a rating

Other Products and Services

Insurance

Investors Group distributes insurance products
through L.G. Insurance Services Inc. For the three
months ended March 31, 2007, sales of insurance
products as measured by new annualized premiums
were $8.1 million compared with $8.9 million in 2006.
Total face amount of insurance in force at March 31,
2007 was $42.1 billion, an increase of $4.4 billion
from March 31, 2006.

Securities operations

Investors Group provides securities services to clients
through Investors Group Securities Inc. At March 31,
2007, assets under administration in Investors Group
Securities Inc. were $1.3 billion.

Mortgage operations

Investors Group Consultants refer clients who are
seeking residential mortgages to Investors Group
mortgage planning specialists who originate mortgages
in key residential markets.

For the three months ended March 31, 2007
mortgagc originations were $269 million compared
with $2353 million in 2006, an increase of 6.5%.

Through its mortgage banking operations, mortgages
are sold to third parties, including securitization trusts,
or placed with Investors Mortgage and Short Term

of three stars or better, compared to 43% and 73%
respectively at Drecember 31, 2006. In comparison, the
Morningstar’ universe is 32% for four and five star
funds and 68% for three stars or better at March 31,
2007. Morningstar Ratings' are an objective, -
quantitative measure of a fund’s three; five and ten year
risk-adjusted performance relative to comparable finds.
On January 8, 2007, Investors Group lausiched
three new dividend funds. Investors Canadian Dividend
Growth Fund, Investors U.S. Dividend.Growth Fund,
and Investors European Dividend Growth Fund, which
invest primnarily in companies that provide income and
long-term dividend growth in their respective markets,

Income Fund or Investors Group’s intermediary -
operations. Investors Group also provides the ongoing

v

servicing of these mortgages: =~ " f "7 D o

Solutions Banking' T e Coa
Investors Group provides.banking services to its clients
through Solutions Banking'. The offering consists of.a
wide range of products and services’ provided by the-
National Bank of Canada under a long-term distribution
agreement and includes: investment loans, lines of
credit, personal loans, creditor insurance, deposit
accounts and credit cards.

Segregated funds

At March 31, 2007, Investors Group offered its clients
22 segregated funds distributed solely by lnvcstor$ o
Group Consultants. These segregated funds are .
underwritten by The Great-West Life Assurance
Company and the invesunent components are
managed by Investors Group. At March 31, 2007,
total segregated fund assets were $190.4 million
compared to $90.3 million at March 31, 2006.

Additional products and services

Investors Group also offers guaranteed investment
certificates to its clients through Investors Group Trust
Co. Ltd. and a number of other financial institutions.

1GM FINANCIAL INC. FIRST QUARTER REPORT 1007 / MANAGEMENT'S DISCUSSION AND ANALYSIS

POWER CORPORATION OF CANADA — FIRST QUARTER REPORT 2007

D o




Consultant Network

Investors Group is focused on growing its distribution
network by attracting and training new Consultants as
well as retaining existing Consultants. This is discussed
more fully in the investors Group Review of the
Business contained in the 2006 IGM Financial Inc.
Annual Report. As at March 31, 2007, the number of
Consultants totalted 3,985 compared to 3,917 at
December 31, 2006 and 3,676 one year ago. T'he number
of Consultants with more than four years experience
was 2,263 compared to 2,205 at December 31, 2006
and 2,121 one year ago. The Consultant network has

Segment Operating Results

Investors Group’s earnings from operations before
interest and taxes for the three months ended March 11,
2007 compared with 2006 are presented in Table 5.

FEE AND NET INVESTMENT INCOME

For the three months ended March 31, 2007,
management fee income increased by $31.6 million or
12.5% to $284.0 million compared to the increase of
12.8% in average daily mutual fund assets during the
quarter compared with 2066. Management fee income

grown in cach of the last eleven consecutive quarters
and now stands at its highest level on record.

ln 2006, Investors Group added five new regional
offices concurrent with the growth of its field
management and the number of new Consultants.
In 2007, Investors Group is embarking on a further
phase of regional office expansion with at least six new
regional offices announced for North Vancouver Island,
St. Catherine’s, Pickering, Brantford/Cambridge,
North Bay and Quebec City.

represents 195 basis points of average daily mutual
fund assets in the three month period ended March 31,
2007 compared to 196 basis points in 2006.

Investors Group receives adininistration fees for
providing administrative services to its mutual funds
through certain of its subsidiaries and trusteeship
services to its unit trust mutual funds. Administration
fees totalled $48.4 million for the three months ended
March 31, 2007, up from $45.2 million in 2006. The
increase in fee income for the three month period

TABLE 5: OPERATING RESULTS - INVESTORS GROUP —
Three months ended March 3 (3 miltions) 2007 2006 CHANGE
Fee and net investment income -
Management $ 284.0 $ 2524 12.5% 2
Administration 48.4 45.2 7.1 P
Distribution 30.2 28.8 4.9 5
Net investment income and other 45.8 43.7 4.8 g
P4
408.4 370.1 10.3 E
Operating cxpenses '
Commissions 53.6 44.0 21.8
Asset retention bonus and premium §7.7 49.6 16.3
Non-commission 72.9 71.1 2.5 e
184.2 164.7 1.8
Earnings before interest and taxes $ 2242 %2054 9.2%
IGM FINANCIAL INC, FIRST QUARTER REPORT 2Q07 f MANAGEMENT'S DISCUSSION AND ANALYSIS 9
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IGM FINANCIAL INC.

relates primarily to increases in trustee fees and other
service fecs resutting from the growth in average mutual
fund assets. Administrative fee income related to the
provision of administrative services to Investors
Group’s mutual funds declined marginally in 2007,

Distribution fees are earned from:
¢ Redemption fees on mutual funds sold with a back-

end load feature.

* Distribution of insurance products through

1.G. Insurance Setvices Inc.
¢ Securities trading services provided through

Investors Group Securities Inc.

* Banking services provided through Solutions
“ Banking', an arrangement with the National Bank
of Canada.

Distribution fee income of $30.2 million for the
three months ended March 31, 2007 increased by 4.9%
from $28.8 million in 2006. Distribution fee income
for securities and banking services and insurance
products increased in 2007. Redemption fee income of
$8.5 million decreased by $0.7 million due to lower
redemptions subject to deferred sales charges in 2007
compared to 2006,

Net investinent income represents the difference
between investment income and interest expense.
Interest expense includes interest on deposit liabilities,
certificates and debt incurred to finance Investors
Group’s investment in Great-West Lifeco Inc. (GWL).
Net investment income and other totalled $45.8 million
for the three months ended March 31, 2007, an increase
of $2.1 million from $43.7 million in 2006. Increases
in Investors Group’ share of GWLs earnings and
increases in revenues related to mortgage banking
activities were offset in part by decreases in gains on
the sale of securities and in other income.

OPERATING EXPENSES

Investors Group incurs commission expense in
connection with the distribution of its financial

services and products, particularly its murual funds.

Commissions are paid on the sale of these products

and will fluctuate with the level of sates. Commission

expense far the three months ended March 31, 2007

increased by $9.6 million to $53.6 million compared

with $44.0 million in 2006, \

"The increase in commission expense was due
primarily to:

* Increase in amortization of commissions totalling
$8.3 million in 2007 related to prior years’ sales.
This increase reflects the impact from the change
in estimate, effective April 1, 2001, which increased
the term of amortization on mutual fund sales ..
commissions to 72 months.

* Increase of $1.2 million in other compensation
related to mutual fund operations, morigage and-
banking products due to higher sales.

The asset retention bonus (ARB) and premium
(ARP) expenses, which are based on the level of assets
under management, are comprised of the following:
* ARB which is paid monthly and is based on-the

value of assets under management. ARB expense

increased by $6.1 million in 2007 as a result:of the
increase in assets under management.

e ARP which is 2 deferred component of
compensation designed to promote Consultant
retention. ARP expense, which is related to assets
under management at each vear-end, increased by
$2.0 million to $9.0 million.

Non-commission expenses increased $1.8 million
or 2.5% to $72.9 million for the three months ended
March 31, 2007. Nen-commission expenses include
costs incurred by Investors Group related to the
administration of its inutual funds. Non-commission
expenses also include Consultant network support
costs and expenses related to the marketing and
management of its mutual funds and other products
as well as other operating expenses.
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Mackenzie
Assets Under Management

Mackenzie’s total assets under management at
March 31, 2007 were $63.7 billion, an increase of
$2.2 billion or 3.4% from $61.5 billion at December 31,
2006 and an increase of $10.0 billion or 18.6% from
$53.7 billion as at March 31, 2006. Mackenzie’s mutual
fund assets under management were $47.8 billion at
March 31, 2007, an increase of $1.2 billion or 2.6%
from $46.6 billion at December 31, 2006 and an
increase of $3.8 billion. or 8.8% from $44.0 billion as
at March 31, 2006. Mackenzie’s institutional account
assets at March 31, 2007 were $15.7 billion, a 5.9%
increase from $14.8 billion at December 31, 2006 and
an increase of $6.1 billion or 64.2% from March 31,
2006. On September 22, 2006, Mackenzie acquired
the assets of the Cundill Group, resulting in the
addigon of $3.3 billion to its assets under management
as of the acquisition date. As well, Mackenzie’s
structured products totaled $160.3 million at March 31,
2007, unchanged from March 31, 2006. :
Monthly average total assets under management, -
which are generally more indicative of trends in
revenue for providing investment management services
than the period over period change in ending assets
under management, increased 21.2% as compared to
the same period last year. The changes in assets under
management are summarized in Table 7.

TABLE 6: ASSETS UNDER MANAGEMENT - MACKENZIE

In the three months ended March 31, 2007,
Mackenzie’s gross sales were $3.7 billion, a decrease of
6.1% from $3.9 billion in the comparative period last
year. Redemptions in the current period were $3.1-billion
as compared to redemptions of $2.6 billion in 2006.

Redemptions of long-term mutual funds in the
three months ended March 31, 2007 were $1.9 billion,
consistent with the prior year. As at March 31, 2007,
Mackenzie’s twelve-month trailing redemption rate for
long-term funds was 14.8%, as compared to 15.1% last
year. The average twelve-month trailing redemption
rate for long-term funds for all other members of -
IFIC declined to approximately 14.6% at March 31,
2007 from 15.2% last year. Mackenzie’s twelve morith
trailing redemption rate is comprised of the weighted
average redemption rate for front-end load assets, -
deferred sales charge and low lcad units with redemption
fees, and matured deferred sales charge units without
redemption fees (matured units). Generally, redemption
rates are higher than the average for front-end load
units and matured units.

Net sales for the three months ended March 31,
2007 were $0.6 billion, as compared to net sales of
$1.3 billion last year.

During the current quarter, net market appreciation
resulted in assets increasing by $1.5 billion as compared

Three months ended March 31 (§ miltions) z007 2006 CHANGE
Mutual Funds $ 47,8230 S 43,9665 8.8%
Institutional Accounts
Subadvisory 13,368.2 9,011.6 48.3
Investment advisory 1,706.4 527.2 223.7
High net worth 592.7 - N/M
15,667.3 9,538.8 64.2
Structured Products 160.3 159.9 0.3
Total $ 63,6506 § 53,665.2 18.6%
Daily average muotual fund assets $ 47,1825 § 42,6613 10.6%
Monthly average total assets § 62,544.2 § 51,6057 21.2%
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TABLE 7: CHANGES IN ASSETS UNDER MANAGEMENT — MACKENZIE

Three months ended March 31 (3 millions) 2007 2006 CHANGE
Sales $ 36623 § 38998 (6.1)%
Redemprions 3,057.7 2,613.0 17.0
Net sales 604.6 1,286.8 (53.0)
Market and income 1,503.8 2,5255  {(40.5)
Net change in assets 2,108.4 38123 (#47)
Beginning assets 61,542.2 49,852.9 234
Ending assets $ 63,6506 § 53,6652 18.6%

to an increase of $2.5 billion in the comparative period
last year.

At March 31, 2007, 40% of Mackenzie’s mutual
fund assets measured by the Morningstart fund
ranking service had four or five star ratings and 81%
had a rating of three stars or better, compared to 42%
and 82% at December 31, 2006.

Segment Operating Results

Mackenzie's earnings from operations before interest
and tazes for the three months ended March 31, 2007
compared with 2006 are presented in Table 8.

FEE AND NET INVESTMENT INCOME

Mackenzie’s inanagement fee revenues are earned from
services it provides as fund manager to the Mackenzie
murual funds and as investment advisor to institutional
accounts. The majority of Mackenzie’s mutual funds
are distributed on a retail priced basis, however, it also
offers various series of these funds with management
fees that are designed for fee-based programs, large
accounts and third party investment programs offered
by banks, insurance companies and investment dealers.
In these programs, Mackenzie does not pay trailing
commissions or selling commissions. At March 31,
2007, there were $7.3 billion of mutual fund assets in
these series of the funds, as compared to $5.5 billion
at March 31, 2006.

On April 16, 2007, Mackenzie launched two new
equity funds. The Mackenzie Cundill Emerging Markets
Value Class invests mainly in equity securities of
companies in emerging markets and thé Mackenzie
Cundill International Class invests in equity securities
of companies throughout the world except Canada and
the United States. '

Management fees were $216.7 million for the
three months ended March 31, 2007, an increase of
$26.3 million or 13.8% from $190.4 million last year,
The increase in management fees was consistent with
the growth in Mackenzie’s monthly average total assets
under management from $51.6 billion in 2006 to
$62.5 billion in the current period and the decline in
its average management fee rate. Mackenzie’s average
management fee rate is 140.5 basis points of monthly
average total assets in 2007 as compared to 149.6
basis points in 2006. The decrease in the average
management fee rate is due to the higher growth in
Mackenzie's institutional accounts and non-retail
priced mutual funds relative to the growth in its retail
priced mutual funds as institutional assets and non-
retail priced mutual funds have lower management fees.
In addition, changes in asset mix within Mackenzies
sub-brands of retail priced murual funds also impacts
average management fee rates.
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TABLE 8: OPERATING RESULTS - MACKENZIE

Three months ended March 31 (3 miltions) 2007 . 2006 CHANGE
Fee and net investment income
Management $ 216.7 $ 190.4 13.8%
Administration 349 147 0.6
Distribution 8.1 0.4 (13.8)
WNet investment income and other 6.6 5.6 17.9
266.3 240.1 10.9
Operating expenses
Cosninissions 4.5 40.5 -
Trailer fees 57.2 51.0 12.2
Non-commission 76.1 70.6 7.8
173.8 162.1 7.2
Earnings before interest and taxes § 925 $ 78.0 18.6%

Administration fees include the following main
components:
* Operating =xpenses recovered from Mackenzie
murtual funds and structured products.
*  Asset allocation fees.
¢ Trustee and other administradon fees generated
from the MRS account administration business.
Administration fees were $34.9 million for the
three months ended March 31, 2007, as compared to
$34.7 million in the comparative period last year.
Mackenzie earns distribution fee income on
redemptions of mutual fund units sold en a deterred
sales charge basis and on a low ioad basis. Distribution
fees charged for deferred sales charge assets range
from 5.5% in the first year and decrease to zero after
seven years. Distribution fees for low load assets range
from 3.0% in the first year and decrease to zero after
three years. Distribution fee income in the current
period was $8.1 million, a decrease of $1.3 million
from $9.4 million last year. Although the total level
of redemptions increased during the current period
relative to last year, the decline in distribution fee
income was due to a period over period decline in the
absolute level of redemption of units that are subject
to a redemption fee.

The most significant component of net investment
income and other is the net interest margin from
M.R.S. Trust Company’s lending and deposit-taking
operations. Net investment income in the three
months ended March 31, 2007 was $6.6 million, an
increase of $1.0 million from $5.6 million in 2006.
Increases in M.R.S. Trust Company’s loan and short-
term investment portfolios and rising interest rates

accounted for this increase.

OPERATING EXPENSES

Mackenzie's operating expenses were $173.8 million
for the three month period ended March 31, 2007, an
increase of $11.7 million or 7.2% from $162.1 million
last year.

Mackenzie pays selling commissions to the dealers
that sell its mutual funds on a low load and deferred
sales charge basis. Commission expense, which
represents the amortization of selling commissions,
was $40.5 million in the three month period ended
March 31, 2007 unchanged from the comparative period
last year. Mackenzie amortizes selling commissions
over three years from the date of original purchase of
the applicable low load units and over a maximum

1IGM FINANCIAL INC. FIRST QUARTER REPORT 2007 / MANAGEMENT’S DISCUSSION AND ANALYSIS

13

POWER CORPORATION OF CANADA — FIRST QUARTER REFORT 2007

D 11

“ONI VIDNYNEG W91



IGM FINANCIAL INC.

period of seven years from the date of original purchase
of the applicable deferred sales charge units.

Trailing comnissions paid to dealers are calculated
as a percentage of assets under management and vary
depending on the fund type and whether the fund was
purchased on a front-end basis, a deferred sales charge
basis or on a low load basis. Trailing commissions are
generally not paid on non-retail series of mutnal funds
and institutional assets,

Trailing commissions paid to dealers were
$57.2 million in the current period, an increase of
$6.2 million or 12.2% from $51.0 million last year.
The increase in trailing commissions is due to the year
over year growth in average mutual fund assets under
management and the increase in the average trail
commission rate. Trailing commissions as a percentage
of average mutua! fund assets under management
increased to 0.492% in the current period as compared

IGM Financia_l Inc.
Consclidated Financial Position

IGM Financial’s on-balance sheet assets totalled
$7.47 billion at March 31, 2007 compared to
$7.33 billion at December 31, 2006.

The fair value of the Company’s securities
holdings net of derivatives classified as cash flow
hedges was $279.3 million as at March 31, 2007,
compared to $195.5 million at December 31, 2006,
an increase of 42.9%. Unrealized gains on the
securities portfolio were $42.5 million at March 31,
2007 compared to $53.2 million at December 31,
2006. The Consolidated Balance Sheet as at
December 31, 2006 reflected the carrying value of the
securities portfolio of $142.3 million. The increase of
$146.8 million from December 31, 2006 for Sccurities
represents net purchases of securities in the quarter
and the transitional adjustment required to reflect the
securities portfolio at fair value in accordance with the

to (0.485% last year. The increase in the average trail:
commission rate is attributed to an increase in the,
relative proportion of Mackenzie’s mutual fund assets
that were purchased on a front-end basis rather than
on a deferred sales charge basis. S
Non-commission expenses increa;sed $5.5 million
or 7.8% to $76.1 million in the current period from
$70.6 million last year. A component of the non-,
commission expenses incurred by Mackenme is
related to the administration of its mutual funds
The remalmng non-commission expenses relate to
costs incurred by Mackenzie in the marketmg and
management of its mutual funds and in its account
administration and trust company busmesses The '
increase in non-commission expenses is due prlmarlly
to Mackenzie’s acquisition of the Cundlll Group in
the third quarter of 2006. ' P .

new accounting standards related.to Financial
Instruments as disclosed in Note 1 w0 the interim
Consolidated Financial Statements. |

Loans, including mortgages and personal loans,
increased by $36.1 million to $524.9 million at
March 31, 2007 and represented 7.0% of total assets,
compared to 6.7% at December 31, 2006, Residential
mortgage loans related to the Company’s mortgage
banking operations increased $17.5 million. These
residential mortgage loans are funded primarily
through sales to third parties, including securitization
trusts, on a fully serviced basis and through placements
to the Investors Mortgage and Short Term Income
Fund. In the Company’s intermediary operattons,
personal loans increased by $33.5 million while
residential mortgage loans decreased by $14.9 million
in the three month period to March 31,2007,
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Consolidated Liquidity and Capital Resources

LIQUID!TY

IGM Financial’s operating liquidity is required for:

* Financing ongoing operations, including the
funding of selling commissions, ‘

¢ Temporarily financing mortgages in its mortgage
banking facility. |

* Meeting regular interest and dividend obligations
related to long-term debt and preferred shares.

* Payment of quarterly dividends on its outstanding
common shares. '

* Maintaining liquidity requirements for regulated
entities. ‘ '

* Financing common share repurchases related to the

Company’s normal course issuer bid.

In addition, a portion of cash and cash equivalents
and loans relates to the Company’s depos'it ope-rations.‘
At March 31, 2007, deposits and certificates totalled
$807.6 million compared to $777.5 million at
December 31, 2006.

IGM Financial continues to generate significant
cash flows from its operations. Earnings before interest,
taxes, depreciation and amortization (EBITDA)
totailed $422.6 million for the three months ended
March 31, 2007 compared to $376.1 million in 2006,
and represents an increasc of 12.4%.

In addition to IGM Financial’s current balance of
cash and cash equivalents in excess of the operating
liquidity requirements described above, other potential
sources of liquidity include the Company’s portfolio of

operating lines of credit totalling $210 million with
various Schedule A Canadian chartered banks, of
which $50 million represented committed lines of
credit. IGM Financial’s demonstrated ability to raise
funds in domestic debt and equity markets is also a
source of liquidity.

Cash Flows
Table 9 — Cash Flows is a summary of the Consolidated
Statements of Cash Flows which forms part of the
interim Consolidated Financial Statements for the
three months ended March 31, 2007, Cash and cash
equivalents decreased $167.8 million in the first quarter
compared with 2 decrease of $187.9 million in 2006.
Operating activities, before payment of commissions,
generated $174.4 million during the three month period
ended March 31, 2007, as compared to $165.3 million
in 2006, Cash commissions paid of $117.4 million in
2007 decreased from $121.4 million in 2006. While
mutual fund sales increased approximately 1%,
commissions paid decreased 3.3% reflecting an
increase in the relative proportion in mutual funds
assets purchased on a front-end basis rather than on
a deferred sales charge basis. Net cash flows from
operating activities, net of commissions paid, was
$57.0 million for the three months ended March 31,
2007 compared with $43.9 million in 2006. Operating
cash flows are typically lower in the first quarter of the
year as higher mutual funds sales activity during the
RSP season results in an increase in the amount of

securities and lines of credit. The Company maintains commissions paid in this period.
TABLE 9: CASH FLOWS o
=
Three months ended March 31 (8 miitions) zo0y 1006 CHANGE %
>
Operating activities i
Before payment of commissions $ 1744 $ 1653 5.5% 2
Commissions paid (117.4) (121.4) 3.3 E
Net of commissions paid 57.0 43.9 29.8
Financing activities (86.4) (102.5) 15.7
Investing activities (138.4) (129.3) (7.0)
I
Decrease in cash and cash equivalents {167.8) (187.9) 10.7
Cash and cash equivalents, beginning of period 1,325.5 1,068.1 24.1
Cash and cash equivalents, end of period $1,157.7 £ 8802 31.5%
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Financing activities during the quarter ended committees of their respective Boards of Directors.
March 31, 2007 compared to the same period in 2006 As at March 31, 2007, liquidity for both companies
related primarily to: was in compliance with these policies.

* A net increase of $30.1 million in deposits and
certificates in 2007 comipared to a net increase of CAPITAL RESOURCES

$15_'6 million in 2906' The 1.1et increase in bo-th Shareholders’ equity increased to $3.96 billion.as at -
periods related to increases in demand deposit March 31, 2007 from $3.82 billion at December 31, -

fevels which were offset in part by decreases in 2006. Changes in common share capital are reflected

term deposit levels. in the interim Consolidated Statements of Changes

in Shareholders’ Equity and in Note 3 to the interim
Consolidated Financial Statements. Long-term debt
of $1.20 billien and preferred shares-of $360 million

remained at year end 2006 levels.

* Proceeds received on the issuance of common
shares under the Company’s stock option program
of $6.7 million in 2007 compared with $5.6 million
in 2006.

* The payment of regular common share dividends.
which increased to $105.3 million in 2007 from
$91.3 million in 2006 as a result of increases in the

To achieve its strategic objectives, the Company
requires a strong capital base.. The Company’s capital

o management objective is to preserve the quality of its
Company’s common share dividends.

financial position by establishing and maintaining a.
* The purchase of 360,000 common shares in 2007

solid capital base and a strong balance sheét.

under IGM Financial’s normal course issuer bid at In the first quarter of 2007, Standard'& Poor’s -
a cost of $17.9 million compared with the purchase

(S&P) reviewed their ratings of IGM Financial’s-senior
of 150,000 common shares at a cost of $7.5 million
in 2006.
Investing activities during the quarter ended
March 31, 2007 compared to the same period in 2006

related primarily to:

debt and liabilities. The rating on the Company’s
senior debt and liabilities was upgraded to “A+” with

a stable outlook by S&P, reflecting the continuing
quality of the Company’s balance sheet and the
strength of its operations. The Dominion Borid Ratmg

* Securities purchases of $111.2 1.'ni.]li0r.1 and securities Service (DBRS) rating is currently “A (hlgh)” witha .
sales with proceeds of $11.4 million in 2007

compared with $10.4 miltion and $52.9 million,
respectively, in 2006, OFF-BALANCE SHEET

* Net increases in loans of $345.4 million compared SECURITIZATION ARRANGEMEN‘I‘S
to $254.1 million in 2006 related primarily to

residential mortgages in the Company’s mortgage

stable outfook.

There were no changes to the Company’s liquidity

management practices related to securitizations during
the three month period ended March 31, 2007. During
the three months ended March 31, 2007, the Company
entered into securitization transactions through its

banking operations. The net increase in loans.was
offset by securitizations of $310.6 million in 2007
compared to $85.6 million in 2006.

Contractual Obligations mortgage banking operation with proceeds of

There have been no material changes in the contractual $310.6 million compared with $85.6 ‘million in 2006
obligations of the Company from those reported at

December 31, 2006.

as discussed in Note 2 to the interim Consolidated
Financial Statements, Securitized loans serviced at

Liquidity Requirements March 31, 2007 totalled $1,761.5 million compared
Liquidity requiremcnts for M.R.S. Trust Company with $603.8 million in 2006. The fair value of the
and Investors Group Trust Co. Ltd., which engage Company’s retained interest was $45.9 million at

in financial intermediary activities, are based on March 31, 2007 and $12.5 million at March 31, 2006.

investment policies approved by the investment
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FINANCIAL INSTRUMENTS

Changes in both the carrying values and fair values of
financial instruments did not have a significant impact
on the financial condition of the Company for the
quarter ended March 31, 2007. In addition, there were
no significant changes in the risks related to these
financial instruments and in the policies and procedures
designed to manage these risks during the period, On
January 1, 2007, in accordance with the new accounting
standards relating to Financial Instruments, the
Company began recording its securities portfolio and
derivatives designated as cash flow hedges at fair value,
as disclosed in Note 1 to the interim Consolidated
Financial Statements. The securities portfolio has
been classified as available for sale. Changes in fair
value of both the securities portfolio and derivatives
designated as cash flow hedges arc recorded in Other
comprehensive income.

Derivarive Contraers — There have been no changes
in the Company’s policies and procedures with respect

Outlook
MUTUAL FUN'ID INDUSTRY ASSETS

At March 31, 2007, mutual fund industry assets in
Canada were $690.0 billion, an increase of 4.5%
relative to December 31, 2006. This $29.8 billion
increase in industry assets since December 31, 2006
reflected net sales of $16.4 billion, an estimated

$12.3 billion in investment returns and $1.1 billion in
mutual fund assets not previously reported through
the [nvestment Funds Institute of Canada (IFIC).

RISK FACTORS

The Regulatory Environment

[GM is subject to complex and changing legal, taxaton
and regulatory requirements, including the requirements
of agencies of the federal, provincial and territorial
governments in Canada which regulate the Company.
The Company’s principal regulators are the Canadian
Securities Administrators, the Mumal Fund Dealers
Assaciation of Canada, the Investment Dealers
Association of Canada and the Office of the

to the use of derivative instruments during the quarter
ended March 31, 2007. In addition, there has not been
a significant change during the first quarter of 2007 in
either the nodonal amount outstanding or in the -
exposure to credit risk, which is limited to the current
fair value of those instrumer:ts which are in a gain
position. The Company utilizes interest rate swaps in
order to reduce the impact of fluctuating interest rates
on its mortgage banking operations and assct liability
management, The Company manages its exposure to
market risk on its corporate securities portfolio by
using a variety of derivative instruments including
options and forward contracts. The Company also
manages its exposure to fluctuations in the total return
of its common shares related to deferred compensation
arrangements by entering into total return swaps.
Additional information related to the Company’s
utilization of derivative contracts can be found in
Notes 1 and 15 of the Consolidated Financial Statements
in the 2006 [GM Financial Inc. Annual Report.

Superintendent of Financial Institutions. These and
other regulatory bodies regularly adopt new laws,
rules, regulations and policies that apply to the
Company. Regulatory standards affecting the Company
and the financial services industry arc increasing. The
Company’ subsidiaries are subject to regular regulatory
reviews as part of the normal ongoing process of
oversight by the Company’s regulators,

Failure to comply with laws, rules or regulations
could lead w regulatory sanctions and civil liability,
and may have an adverse reputational or financial effect
on the Company. The Company manages regulatory
risk through its efforts to promote a strong culture of
compliance. It monitors regulatory developments and
their impact on the Company. It also continues to
develop and maintain compliance policies, processes
and oversight, including specific communications on
compliance and legal matters, training, testing,
monitoring and reporting. The Audit Committee of
the Company receives regular reporting on compliance
initiatives and issues,
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The Company supports regulatory efforts that will merits of financial planning, diversification and’long-
protect the interests of its clients and preserve the term investing. In periods of volatility our Consultants
integrity and reputation of the industry and its members. and independent financial advisors play a key role |

assisting investors to maintain perspective and focus |

Contingencies

The Company is subject to legal actions, including on their long-term objectives.

class actions, arising in the normal course of its Distribution Risk

business. Three class actions related to alleged market * Investors Group Consultant Network — Investors Group
dming trading activity in mutual funds of the companies derives all of its mutual fund sales through its , |
have been commenced. Investors Group entered into Consultant network, Investors Group Consultants
settlement agreements in 2004 with a number of its have regular direct contact with clients which can
securities regulators in respect of such market timing lead to a strong and personal client re]anonshlp
trading activity. Although it is difficult to predict the based on the client’s Conﬁdence in that individual
outcome of such legal actions, based on current Consultant. The market for ﬁnanqal advisors is
knowledge and consultation with legal counsel, extremely competitive. The loss of a significant
management does not expect the outcome of any of number of key Consultants could lead to the loss of
these matters, individually or in aggregate, to have a client accounts which could have an adverse effect
material adverse effect on the Companys consolidated on Investors Group’s results of operations and ‘
financial position. business prospects. Investors Group is, focused on .

Market Risk growing its distribution network of Consu]tants as

Risks related to performance of the equiry markets and previously discussed in the Investors Group Rev1ew

R _ . f the Business.
changes in interest rates can have a significant impact ©

. a —_
on the level and mix of murual fund assets under Muckenzie Mackenme derlves substanually all of

management and sales. In addition, these factors can its mutual fund sales through independent fnancna]

result in increased redemptions of mutual funds. advisors. Mackenﬂe s ability to market | 1ts. products

is highly dependent on access to various distribution
REDEMPTION RATES

Redemption rates for long-term funds are summarized
i in Table 10.
IGM Financial provides Consultants and

channels. These mtermedlarles generally offer their
clients lnvestment products in addition te, and In
competition with Mackenzie. The inability to havc
such access could have a material adverse effect on

independent financial advisors with a high level of Mackenie’s opetating results and business o
service and support and a broad range of investment prospects. However, Mackenzies diverse portfollo :
products — based on asset classes, countries or regions, of financial products and its long-term investment
g and mvestrnent tnana.gement styles."[‘hese are key‘l performance record, marketing, educational and
= advantages in maintaining strong client relationships. service support has made Mackenzie one of
5 The mntual fund indnstry and I_.'mar.lcial advisors Canada’s leading companies serving independent
g are committed to educating Canadian investors on the financial advisors.
(T8
&
= TABLE 10: TWELVE MONTH TRAILING REDEMPTION RATE FOR LONG-TERM FUNDS
As at March 31 ' z007. 2006
— IGM Financial Inc. i
Investors Group " 7.7% 8.5%
Mackenzie : 14.8%  15.1%
Counsel Group of Funds ‘ 9.2% -10.1%
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Accounting Estimates and Policies

SUMMARY OF CRITICAL
ACCOUNTING ESTIMATES

There were no changes to the Company’ critical
accounting estimates from those reported at
December 31, 2006.

CHANGES IN ACCOUNTING POLICIES

On January 1, 2007, the Company adopted four
new accounting standards: CICA 3855, Financial
Instruments — Recognition and Measurement, CICA
3863, Hedges, CHCA 1530, Comprehensive Income,
and CICA 3251, Equity.

These standards require that all financial assets be
classified in one of the following categories: available
for sale, held to maturity, trading or loans and
receivables. The standards require that al! financial
assets be carried at fair value in the Consolidated
Balance Sheets, except loans and receivables including
mortgages and securities classified as held to maturity,
which are carried at amortized cost using the effective
interest method. Financial Habilites must be classified
as either trading, which are carried at fair value, or
ather than held for trading, which are carried at
amortized cost using the effective interest method.

C}.!anges in the fair value of financial assets
classified as trading are required to be reported in the
Consolidated Statements of Income, Unrealized gains
and losses on financial assets that are available for sale
are required to be recorded in Other comprehensive
income until realized or until the asset is other than
temporarily impaired, at which time they are required
1o be recorded in the Consolidated Statements of
Income. All derivatives, including embedded derivatives
that must bé separately accounted for, must be recorded
at fair value in the Consolidated Balance Sheets and
the changes in fair value must be recorded in the
Consolidated Statements of Income, except as described
in the next paragraph for certain hedging derivatives.

Derivative instruments specifically designated as a
hedge and meeting the criteria for hedge effectiveness
may offset changes in fair values or cash flows of hedged
items. A hedge must be designated as a cash flow hedge,
fair value hedge, or a hedge of net investments in self-
sustaining foreign operations. A fair value hedge requires

the change in fair value of the hedging derivative and
the change in fair value of the hedged item relating to
the hedged risk to both be recorded in the Consolidated
Statements of Income. A cash flow hedge requires the
change in fair value of the derivative, to the extent
effective, to be recorded in Other comprehensive
income, which is reclassified to the Consolidated
Statements of Income when the hedged transaction
impacts earnings. The change in fair value of the
ineffective portion of the derivative in a cash flow
hedge must be recorded in the Consolidated
Statements of Income,

The Consolidated Statements of Comprehensive
Income have been included in the Company’s financial
statements. The Consolidated Statements of .
Shareholders’ Equity have replaced the Consolidated
Statements of Retained Earnings in the Company’
financial statements. Unrealized gains and losses on
financial assets classified as available for sale, the
effective portion of changes in the fair value of cash flow
hedging instruments and unrealized foreign currency
translation gains and losses related to the Company’s
investment in affiliate are recorded in the Consolidated
Statements of Comprehensive Income on a net of tax
basis. Other comprehensive income ameunts related o
the Company’s investmenr in affiliate are also recorded
in the Consolidated Statements of Comprehensive
Income. Accumulated other comprehensive income
forms part of Shareholders’ equity.

On January 1, 2007, the Company's securities
portfolio was classified as available for sale, The loans
portfolio was classified as loans and receivables and is
carried at amortized cost. Long-rerm debr, and deposits
and certificates were classified as other than held for
trading and are carried at amortized cost.

On January 1, 2007, transitonal adjustments were
recorded in the opening balance of Accumulated other
comprehensive income to recognize the fair value of

"INEIVIDNYNIZ WDI

financial assets classified as available for sale and
hedging instruments designated as cash flow hedges.
The recognition of the fair value of available for sale

securities increased Securities by $95.7 million and
increased funds held in escrow included in Other assets
by $3.5 million. The recognition of the fair value of
derivatives designated as cash flow hedges increased
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‘ chgr ‘Iiabiiities by $42.6 million. Accumulated other

comprehensive income increased by $46.3 million on
an after tax basis. The foreign currency translation
batance of $39.8 million (2006 — $35.2 million) related
to the Company’ investment in affiliate has been
reclassified from Retained earnings to Accumulated
other comprehensive income. Prior periods were not
restated except for the reclassification of the foreign
currency translation balances. There was no impact

to net income as a result of implementation of

the standards.

FUTURE ACCOUNTING CHANGES

On _]allluary 1, 2008, the Company will adopt CICA
1535, Capital Disclosures. This standard requires the

Internal Controls Over Financial Reporting

During the first quarter of 2007, there have been no
changes in the Company’s internal control over
financial reporting that have materially affected, or are
reasonably likely to materially affect, the Company’s
internal control over financial reporting.

Other Information

RELATED PARTY TRANSACTIONS

There were no changes to the types of related party
transactions from those reported at December 31, 2006.
For further information on transactions involving
related parties, see Notes 5 and 19 of the Consolidated
Financial Statements in the 2006 IGM Financial Inc.
Annual Report.

OQUTSTANDING SHARE DATA

Cutstanding shares of the Company as at March 31,
2007 of 264,820,266 are disclosed in Note 3 — Share
Capital in the notes to the interim Consolidated
Financial Statements. Outstanding shares of the
Company as at May 3, 2007 totalled 264,836,478.

disclosure of information related- to the objectives,
policies and processes for managing capital. There will
be no impacr to the Company’s financial statements as
this standard only addresses disclosure requirements.

On January 1, 2008, the Company will adopt CICA
3862, Financial Instruments — Disclosures. CICA 3862
requires disclosure of information related to the
significance of financial instruments to the Company’s
performance. The Company is also required to disclose
information related to the risks of its use of financial
instruments and how those risks are managed. As this
standard only addresses presentation and disclosure
requirements, there will be no impact to the Company’s
financial statements.

SEDAR

Additional information relating to IGM Financial Inc.,
including the Company’s most recent financial
statements and Annual Information Form, is available

at www.sedar.com.
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Interim Consolidated Financial Statements

Consolidated Statements of Income

(unaudited) THREE MONTHS ENDED MARCH 31
(in thorsands of dellars, except shaves and per sbare amounts) 2007 2006
Fee and net investment income
Management $ 511,836 $ 452,307
Administration 83,757 80,042
Distribution 62,169 56,767
Net investment income and other 63,029 57,205
Total fee and net investment income 720,791 646,321
Operating expenses
Commission expense 231,404 202,409
Non-commission expense 157,199 149,431
Interest expense 21,851 21,941
Total operating expenses 410,454 373,781
Income before income taxes and non-controlling interest 310,337 272,540
Income raxes 99,147 86,889
Income before non-controlling interest 211,190 185,651
Non-controlling interest 641 398
Net income $ 210,549 § 185,253
Average number of common shares (i thousands) (Nore 8)
— Basic 264,944 264,647
- Diluted 267,671 267,266
Earnings per share (i doliars) (Nore 8¢ — Basic $ 0.79 § 0.70
~ Diluted $ 0.79

5 0.69

(See accompanying notes to interim consolidated financial statements.)
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Consolidated Balance Sheets

(rmandited) MARCH 3I  DECEMBER 3I
(in thotsands of dollars) 2007 2006
Assets
Cash and cash equivalents $ 1,157,736 §$1,325,468
Securities 289,096 142,322
Loans 524,854 488,795
Investment in affiliate 577,893 549,237
Deferred selling commissions 1,010,792 974,070
Other assets 496,227 439,804
Intangible assets 1,038,995 1,040,126
Goodwill 2,372,644 2,372,714
$ 7,468,237 $-7,332,536
Liabilities ) . L
Deposits and certificates $ B07611  § 777,505
Other liabilities 672,216 735,297
Future income taxes 469,659 "442,061
Long-term debt 1,200,000 -~ 1,200,000
Preferred shares 360,000 - 360,000
3,509,486 3,514,863
Shareholders’ Equity
Common shares 1,498,928 1,493,954
Contributed surplus .. 16,894 15,339
Retained earnings 2,429,515 2,348,157
Accumulated other comprehensive income 13,414 (39,777)
3,958,751 3,817,673
$ 7,468,-237 $7,332,536

(See acconipanying notes to intevim consolidated financial statements.)
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Consolidated Statements of Changes in Shareholders’ Equity

(unaudited)
(in thousands of dollars)

THREE MONTHS ENDED MARCH 31

2007 2006

Common shares (Nore 3)
Balance, beginning of period
Issued under stock option plan
Purchased for cancellation

$ 1,493,954  § 1,481,519
7,011 5,081
(2,037) (843)

Balance, end of period

1,498,928 1,486,657

Contributed surplus

Balance, beginning of period 15,339 9,213
Stock options
Current period expense 1,875 1,469
Exercised (320) {415
Balance, end of pericd 16,894 10,267

Retained earnings
Balance, beginning of period
As previously reported

2,308,380 1,954,391

Reclassification 1o accumulated other comprehensive income (Nore 1) 39,777 35,205

As restated 2,348,157 1,589,596
Net income 210,549 185,253
Common dividends (113,312) (97,961
Common share cancellation excess and other (Vore 3) (15,879) {6,645)

Balance, end of period

2,429,515 2,070,241

Accumulated other comprehensive income (Note 4)
Balance, beginning of period

(39,777) (35,205)

Change in accounting policy (Vore 1) 46,339 -
Other comprehensive income (loss) 6,852 (814)
Balance, end of period 13,414 (36,019)

Total Shareholders’ Equity

$ 3,958,751  $3,531,146

(See accompanying notes 1o interin: consolidated financial statements.)
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Consolidated Statements of Comprehensive Income

(umandited) THREE MONTHS ENDED MAECH 31
(in thousands of dollars) 2007 1006
Net income 210,549 § 185,253
Other comprehensive income (loss), net of tax (Nue 5)
Net unrealized gains (losses) on available for sale securities:
Unrealized gains (losses) 3,295 -
Reclassification adjustment for {gains} losses included in net income (36,732) -
(33,437) -
Net unrealized gains (losses) on cash flow hedges
Unrealized gains (losses) 2,133 -
Reclassification adjustment for (gain) loss included in net income 21,574 -
23,707 -
Net unrealized gain (loss) on foreign currency translation 16,582 ~ (814)
Other comprehensive income (loss) 6,852 (814)
Comprehensive income

(See accompanying nutes 1 interim consolidated financial statements.)

217,401
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Consolidated Statements of Cash Flows

(unaudited) THREE MONTHS ENDED MARCH 31
(in thousands of dollars) 2007 2006
Operating activities
Net income ' $ 210,549 § 185,253
Adjustments to determine net cash from operating activities
Future income taxes 19,567 25,633
Commission amortization 80,685 72,130
Amortization of capital and intangible assets 5,644 5,369
Changes in operating assets and liabilities and other (142,007) {123,078)
174,438 165,307
Commissions paid (117,407) (121,415)
§7,031 43,892
Financing activities
Net increase in deposits and certificates 30,106 15,638
Repayment of long-term debt - {25,010
Issue of common shares 6,691 5,565
Common dividends paid (105,284) (91,266)
Common shares purchased for cancelladon (17,902) (7,454)
(86,389) (102,527)
Investing activities
Purchase of securities (111,205) (10,374)
Proceeds from the sale of securities 11,410 52,897
Net increase in loans (345,447) (254,087)
Proceeds from securitizations (Nore 2) 310,612 85,643
Additions to capital assets (3,7449) (3,159
Other - (156)
(138,374) (129,236}
Decrease in cash and cash equivalents (167,732) (187,871)
Cash and cash equivalents, beginning of period 1,325,468 1,068,061
Cash and cash equivalents, end of period $ 1,157,736 § 880,190
Cash $ 111,257 § 118,050
Cash equivalents 1,046,479 762,100
$ 1,157,736 § 880,190
Supplemental disclosure of cash flow information
Amount of interest paid during the period $ 22441 3 21322
Amount of income taxes paid during the period $ 139566 $ 98,130

(See accompanying aotes m intevis consolidated financial staternents.}
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Notes to the Interim Consolidated Financial Statements

MARCH 31, 2007 (unaudited) (In thousands of dollars, excepr shares and per share amounts)

1. SIGNIFICANT ACCOUNTING POLICIES . : : o

The interim unaudited Consolidated Financial Statements have been prepared in accordance with Canadian
generally accepted accounting principles, using the same accounting policies as set out in Note 1 to the Consolidated
Financial Statements for the year ended December 31, 2008, except as noted below. These interim unaudited
Consolidated Financial Statements should be read in conjunction with the Consolidated Financial Statements and
Notes thereto in the Company’s Annual Report dated December 31, 2006.

Changes in accounting policies ~ financial instruments
On January 1, 2007, the Company adopted four new accounting standards: CICA 3835, Financial Instrumenrs -
Recognition and Measurement, CICA 3865, Hedges, CICA 1530, Comprehensive Income, and CICA 3251, Equity.

These standards require that all financial assets be classified in one of the following categories: available for sale,
held w maturity, trading or loans and receivables. The standards require that all financial assets be carried at fair
value in the Consolidated Balance Sheets, except loans and receivables including mortgages and securities. classified
as held to maturity, which are carried at amortized cost using the effective interest method. Financial Irabilities must
be classified as either trading, which are carried at fair value, or other than held for rading, which are carried at
amortized cost using the effective interest methed.

Changes in the fair value of financial assets classified as trading are required to be reported in the Conso]ldated
Statements of Income. Unrealized gains and losses on financial assets that are available for sale are requlred to be
recorded in Other comprehensive income until realized or until the asset is other than temporarily impaired, at
which time they are required to be recorded in the Consolidated Statements of Income. All derivatives, mciudlng ‘
embedded derivatives that must be separately accounted for, must be recorded at fair value in the Consolidated
Balance Sheets and the changes in fair value must be recorded in the Consolidated Statcments of Income, except as
described in the next paragraph for certain hedging derivatives. ‘ oo

Derivative instruments specifically designated as a hedge and meeting the criteria for hedge effectiveness may
offset changes in fair values or cash flows of hedged items. A hedge must be designated as a cash flow hedge, fair value
hedge, or a hedge of net investments in self-sustaining foreign operations. A fair value hedge requires the change in
fair value of the hedging derivative and the change in fair value of the hedged item relating to the hedged risk to
both be recorded in the Consolidated Statements of Income. A cash flow hedge requires the change in fair value of
the derivative, to the extent effective, to be recorded in Other comprehensive income, which is reclassified to the
Consolidated Statements of Income when the hedged transaction impacts earnings. The change in fair value of the
ineffective portion of the derivative in a cash flow hedge must be recorded in the Consolidated Statements of Income.

The Consolidated Statements of Comprehensive Income have been included in the Company’ financial statements.
The Consolidated Statements of Shareholders’ Equity have replaced the Consolidated Statements of Retained
Earnings in the Company’s financial statements. Unrealized gains and losses on financial assets classified as-available
for sale, the effective portion of changes in the fair value of cash flow hedging instruments and unrealized foreign
currency translation gains and losses related to the Company’s investment in affiliate are recorded in the Consolidated
Statements of Comprehensive Income on a net of tax basis. Other comprehensive income amounts related to the
Company’s investment in affiliate are also recorded in the Consolidated Statements of Comprehensive Income.
Accumuiated other comprehensive income forms part of Shareholders’ equity. '

On January 1, 2007, the Company’s securities portfolio was classified as available for sale. The loans portfolio was
classified as loans and receivables and is carried at amortized cost. Long-term debt, and deposits and certificates were
classified as other than held for trading and are carried at amortized cost.

On January 1, 2007, transitional adjustments were recorded in the opening balance of Accumulated other
comprehgnsive income to recognize the fair value of financial assets classified as available for sale and hedging
instruments designated as cash flow hedges. The recognition of the fair value of available for sale securities increased
Securities by $95.7 million and increased funds held in escrow included in Other assets-by $3.5 million, The |
recognition of the fair value of derivatives designated as cash flow hedges increased Other liabilities by $42.6 million.
Accumulated other comprehensive income increased by $46.3 million on an after tax basis. The foreign currency
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1. SIGNIFICANT ACCOUNTING POLICIES (watinued)

translation balance of $39.8 million (2006 ~ $35.2 million) related to the Company’s investment in its affiliate has
been reclassified from Retained earnings to Accumulated other comprehensive income. Prior periods were not
restated except for the reclassification of the foreign.currency translation balances. There was no impact to.net
income as a result of implementation of the standards. ‘

Future accounting changes
On January 1, 2008, the Company will adopt CICA 1535, Capital Disclosures. This standard requires the disclosure
of information related to-the objectives, policies and processes for managing capital. There will be no lmpact to the
Company’s financial statements as this standard only addresses disclosure requirements. : ]
On January !, 2008, the Company will adopt CICA 3862, Financial Instruments - Disclosures. CICA 3862
requires disclosure of information related to the significance of financial instruments to the Company’s performance.
The Company is also required to disclose information related to the risks of its use of financial instruments and how
those risks are managed. As this standard only addresses presentation and disclosure requirements, there will be no
impact to the Company’s financial statements.

Comparative figures
Certain comparative figures have been reclassified to confortn with the current period’ financial statement presentation.

2. SECURITIZATIONS '

During the first quarter of 2007, the Company securltwed $313.7 million (2006 - $86.1 million) of residential
mortgages through sales to commercial paper.conduits and received net cash proceeds of $310.6 million (2006 -
$85.6 million). The Company’ retained interest in the securitized loans was valued at $8.5 million (2006 -

$1.5 million). A pre-tax gain on sale of $3.0 million (2006 — $0.3 million) was recognized and reported in Net
investment income and other in the Consolidated Statements of Income.

3. SHARE CAPITAL S L

Issued and outstanding

MARCH 31, 2007 MARCH 311, 2006
STATED STATED
SHARES VALUE SHARES VALUE

First preferred shares, Sertes A _ 14,400,000 § 360,000 14400,000 § 360,000
Common shares .

Balance, beginning of period 264,865,938 $1,493,954 264,539213 §1,481,519

Issued under Stock Option Plan 314,328 7,011 250,276 5,981

Purchased for cancellation - (360,000) (2,037) (150,000) (843)

Balance, end of period 264,820,266 $ 1,498,928 264639489 § 1,486,657

Normal course issuer bid
The Company commenced a normal course issuer bid, effective for one year, on March 22, 2007. Under this bid, the
Company may purchase up to 13.3 million or 5% of its common shares outstanding as at March 14, 2007. In the first
quarter of 2007, 360,000 shares were purchased at a cost of $17.9 million. The premium paid to purchase the shares
in excess of the stated value was charged to Retained earnings.

On March 22, 2006, the Company commenced a normal course issuer bid, effective for one year, autherizing it
to purchase up {o 13.2 million or 5% of its common shares outstanding as at March 14, 2006. In the first quarter of
2006, 150,000 shares were purchased at a cost of $7.5 million and the premium paid to purchase the shares in excess
of the stated value was charged to Retained earnings.
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4. ACCUMULATED OTHER COMPREHENSIVE INCOME

NET UNREALIZED GAINS (LOSSES), NET OF TAX

AVAILABLE FOREIGN
FOR SALE CASH FLOW CURRENCY

SECURITIES HEDGES  TRANSLATION TOTAL
2007 .
Balance, beginning of period S - 8 - $ 397/ $ (39,777
Change in accounting policy (Nore 1) 81,374 (35,035 - 46,339
Other comprehensive income (33,437) 23,767 16,582 6,852
Balance, end of period § 47,937 § (11,328) § (23,195 $ 13,414
2006
Balance, heginning of period $ - - % (35205 § (35205
Other comprehensive income - - 814) E814)
Balance, end of period $ - $ - § (36019 $- (36,019)

.
1

5. INCOME TAXES ON COMPONENTS OF OTHER COMPREHENSIVE INCOME

THREE MONTHS ENDED MARCH 31

‘2007 | 2006
Net unrealized gains (losses) on available for sale securities 5 7,340 3§ -
Nert unrealized gains (losses) on cash flow hedges " (5,‘0'_8_8)" : o e
Net unrealized gain (loss) on foreign currency transladon e T -

Total income taxes LS 2,252 § .. -

6. STOCK-BASED COMPENSATION

MARCH 31  DECEMBER 31

2007 1006

Common share options
— Outstanding 9,736,389 8,494,870
— Exercisable 5,120,159 4,653,897

In the first quarter of 2007, the Company granted 1,565,820 options to employees (2006 — 810,400). A portion of the
options granted to employees are subject to performance targets. The weighted-average fair value of time vesting
optiens granted during the three months ended March 31, 2007 has been estimated at $8.64 per option (2006 -
$8.68) using the Black-Scholes option pricing model. The weighted-average fair value of performance based options
granted during the three months ended March 31, 2007 has been estimated at $4.63 per opdon (2006 — $5.35) using
a barrier option pricing model. The assumptions used in these valuation models include: (i) risk-free interest rate of
3.97% (2006 ~ 4.11%), (ii) expected option life of six years (2006 - six years), (iii) expected volatility of 20.00% (2006
- 21.00%) and (iv) expected dividend yield of 3.36% (2006 - 3.17%).

The Company recorded compensation expense related to its stock option program of $1.7 million (2006 -
$1.4 million) for the three months ended March 31, 2007.
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7. EMPLOYEE FUTURE BENEFITS

The Company recorded pension and other post-retirement benefits expense as follows:

THREE MONTHS ENDED MARCH 31

2007 2006
Pension expense $ (asn 3 446
Other post-retirement benefits expense 1,220 962

Total

5 1,033 § 1,408

8. EARNINGS PER COMMON SHARE

THREE MONTHS ENDED MARCH 31
2007 2006

Earnings
Net income

$ 210,549 § 185253

Number of common shares (n thousands}

Average number of common shares outstanding 264,944 264,647
Add: ' :

— Potential exercise of outstanding stock options 2,727 2,619
Average number of common shares outstanding

~ Diluted basis 267,671 267,266
Earnings per common share (in doflars)
Basic 5 079 § 0.70

Diluted

3 079 § 0.6%

In certain circumstances, the preferred shares are convertible into common shares. These conversions are not included

in the caleulation of diluted earnings per share as the Company has the option to settle in cash instead of shares.
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7. EMPLOYEE FUTURE BENEFITS

The Company recorded pension and other post-retirement benefits expense as follows:

THREE MONTHS ENDED MARCH 31

2007 2006

Pension expense $ (187) § 446
Other post-retirement benefits expense 1,220 962
5 1,408

Total $ 1,033

8. EARNINGS PER COMMON SHARE

THREE MONTHS ENDED MARCH 31

z007 2006

Earnings
Net income $ 210549 § 185253
Number of common shares (in thousands)
Average number of common shares outstanding 264,944 264,647
Add: ' '

— Potential exercise of outstanding stock options 2,727 2,619
Average number of common shares outstanding

- Diluted basis 267,671 267,266

Earnings per common share (in dolfars)

Basic
Diluted -

s 079 § 0.7¢
s 079 3§ 0.69

In certain circumstances, the preferred shares are convertible into common shares. These conversions are not included

in the ealculation of diluted earnings per share as the Company has the option to settle in cash instead of shares.
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9. SEGMENTED INFORMATION

Three months ended March 31 INVESTORS CORPORATE
2007 GROUP MACKENZIFE, AND OTHER TOTAL
Fee and net invesunent income .
Management $ 284,028 § 216,651 $ 11,157 -§ 511,836
Administration 48,372 34,892 493 -+ 83,757
' Distribution 30,153 8,119 23,897 62,169
Net investment income and other 45,816 6,605 10,608 1 63,029
408,369 266,267 46,155 720,791
Operating expenses
Commissions 111,307 97,712 22385 . 231,404
Non-commission 72,851 76,085 8,263 + . 157,199
184,158 173,797 30,648 388,603
Earnings before undernoted $ 224211 % 92470 $ 15,507 - 332,188
Interest expense ;21,851
Income before income taxes and non-controlling interest © 310,337
Income taxes 99,147
Income before non-controlling interest e 211,190
Non-controlling interest LA L3 !
Net income $.210,549
identifiable assets $1,542,568 352,543,534 51,009,491  $5,095,593
Goodwill 1,347,781 943,550 81,313 2,372,644
Total assets $2,890,349 §$3,487,084 $1,090,804 $7,468,237
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9. SEGMENTED INFORMATION gontinucd)

Three months ended March 31 INVESTORS CORPORATE
2006 GROUP MACKENZIE AND OTHER TOTAL
Fee and net investment income K : .
Management § 252414 5 190,398 S 9,495 § 452,307
Administration 45,211 34,723 108 80,042
Distribution 28,721 9,406 18,640 56,767
Net investment income and other 43,713 5,577 ! 7,915 57,205
370,059 240,104 36,158 646,321
Operating expenses ‘
Commissions 93,559 91,460 17,390.. 202,409
Non-comimission 71,138 70,651 7,642 .- 149,431
164,697 162,111 25,032 351,840
Earmings before undernoted $ 205362 8 77,993 & 11,126 294,481
Interest expense 21,941
Income before income taxes and non-controlling interest 272,540
Income taxes . 86,889
Income before non-controlling interest . 185,651
Non-controlling interest . 398
Net income $ 185,253
Identifiable assets $1,559,902 52,234,671 § 664,629 $4,459,202
Goodwill 1,347,781 943,550 82,152 2,373,483
Total assets $2907,683 §$3,178,221 § 746,781 $6,832,685
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PARGESA HOLDING S.A.

ECONOMIC PRESENTATION OF PARGESA RESULTS
As a supplement to the accounts drawn up using the format recommended by IFRS standards, Pargesa is continuing to publish an economic
presentation of its results in order ta provide continuous information over the long term about the contribution of each of its major, shareholdings
10 its results. Because the IFRS require a different accounting treatment depending on the percentage of capital held by the group in each of its
companies {full integration for Imerys, equity accounting for Bertelsmann, before its disposal in 2008, and classification as financial instruments in
the case of Total, Suez, Lafarge and Pernod Ricard), this continuous view would be interrupted without this additional information.

The economic presentation shows, in terms of group share, the operating contribution of the main shareholdings to the consolidated income of
Pargesa together with the income from the operations of the holding companies (Pargesa and GBL). The analysis also draws a distinction between
the operating and non-operating items in the results, the non-operating part being composed of capital gains in connection with disposals and
restructuring costs and impairment,

According to this approach, the economic results for the first quarter 2007 can be analysed as follows:

[in millions of Swiss francs) Q1 (=3} YEAR
{unaudited] 2007 2006 2006

Operating contribution of the main shareholdings
Consolidated {Imerys] or equity-accounted [Bertelsmann]:

Imerys
Share of operating income 444 405 1948
Bertelsmann .
Share of operating income - 80 493
Preferential dividend - - 376
Net operating contribution - 80 86.9 -
Non-consclidated:
Total net dividend - - 109.4
Suez net dividend - - 61.1
Lafarge net dividend - - 304
Operating contribution of the main shareholdings 43.4 48.5 4826
per share [SF] 0.52 0.57 570
QOperating contribution of other shareholdings 4.0 1.4 233
Operating income contributed by holding companies 30.0 (5.1) 334
Operating income 78.4 448 5393
per share [SF] 0.93 0.53 6.37
Non-operating income from consolidated or equity-accounted companies {1.7) (3.4) 71D
Non-operating income contributed by holding companies - 0.7 1,831.2
Net income 76.7 421 2,2933
per share {SF] 0.91 0.50 27.10
Average number of shares in circulation [thousands] 84,638 84,557 84,623
Average €/5F exchange rate 1.616 1.559 1573
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CONSOLIDATED HOLDING
Imerys recorded a net operating income up 5.6% 1o €68 million. Pargesa’s share of Imerys operating income, expressed in Swiss francs, increased
by 9.69 to SF44.4 million,

NON-CONSOLIDATED HOLDINGS
The contributions from Total, Suez and Lafarge correspond to Pargesa’s share of the net dividends received by GBL from these companies.

Total, Suez and Lafarge do not contribute in the first quarter, their dividends being scheduled from the second quarter onwards, In 2007, these
dividends will show a unit increase of 15%, 20% and 18% respectively, and Pernod Ricard will make its contribution for the first time.

OPERATING INCOME CONTRIBUTED BY HOLDING COMPANIES, which is the net sum of financial income and expenses, of overheads and taxes,
stands at SF30 million, compared with a charge of $F5.1 million during the first quarter of 2006. This item benefited during the first quarter of 2007
from the interest on the remaining cash proceeds which arose from the Bertelsmann disposal, as well as from the gain from disposals by GBL
through its private equity fund holdings, Pargesa's share of which is SF23.8 million.

NON-OPERATING INCOME > The non-gperating income from consolidated or equity-accounted companies, which is practically nil in the first quarter
of 2007, essentially consisted in 2006 of Pargesa’s share of the non-operating income of imerys, The non-operating income contributed by holding
companies is nil in the first quarter of 2007, while the sum of SF1,831.2 million for the 2006 financial year essentially resulted from the capital gain
recorded on the disposal of the group's share in Bertelsmann,

PRESENTATION OF RESULTS IN ACCORDANCE WITH IFRS STANDARDS
The simplified presentation of the income statement in accordance with IFRS is as follows:

[in milllons of Swlss francs} [o}] Q1 YEAR
[unaudited] 2007 2006 2006
Cperating income 1,361.5 1,3155 5,330.6
Operating expenses (1,200.7) (1,175.0} {4,952.4)
Other income and expenses 47.4 (3.6} 24.1
Operating profit from continuing operations 208.2 1369 402.3
Dividends and interest from long-term investments - - 4110
Other financia! income [expenses] 5.8 {29.2) 125
Taxes (39.6) (24.9) (51.8)
Income from associates 8.2 01 41,5
Net profit from continuing operations 182.6 829 8155
Net profit from discontinued operations - 215 3.8826
Consolidated net profit [including non-controlling interests} 182.6 1044 4,698.1
Non-controlling interests (105.9) 62.3) (2,404.8)
Consolidated net profit [group share] 76.7 421 2,2933
Average number of shares in circulation {thousands] 84,638 84,557 84,623
Basic earnings per share, group share [SF] 0.91 0.50 27.10
- from continuing operations [SF} 0.91 0.36 4.29
- from discontinued operations [SF} - 0.14 2281
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Operating income and expenses are principally turnover and operating expenses of Imerys, whose financial statements are 100% integrated into
those of Pargesa.

Other income and expenses are net ¢apital gains and losses and impairment on group shareholdings and operations. In the first quarter of 2007, this
itern mainly represented the gain from disposals by GBL through its private equity fund holdings.

In 2006, dividends and interest from long-term investments comprised all the net dividends received by the group, principaily from Total, Suez
and Lafarge.

Gther financiaf income {expenses} and taxes consolidate the figures for Pargesa, GBL and Imerys. In the first quarter of 2007, other financial income
(expenses) benefited from the interest on the remaining cash proceeds which arose from the sale of Bertelsmann,

Income from associates represents the share in the consolidated net profit contributed by shareholdings accounted for in the Pargesa financial
statements using the equity method.

Some items of the first quarter 2006 income statement have been reclassified as a result of the classification, in compliance with IFRS 5, of the results
of Bertelsmann and Orior Food in the item net profit from discontinued operations, in 2006, this item included the results of these two companies up
to the date that they were discontinued, as well as the capital gain recorded on the disposat of Bertelsmann.

Non-controlling interests essentially concern the share of income due to the non-controlling shareholders of GBL and imerys, these two companies
being 100% integrated into the group’s financial statements.

DIVIDEND
The Annual General Meeting of Pargesa Holding SA, held in Geneva on May 3, 2007, approved the payment of a dividend of $F2.37 per bearer share
for 2006, compared to SF2.15 for 2005, an increase of 10%, and representing a total distribution of SF200.6 million, which will be paid on May 10, 2007,
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CORPORATE INFORMATION

STOCK LISTINGS

Shares of Power Gorporation of Canada are listed on the

Toronto Stock Exchange, under the following listings:

Subordinate Voting Shares: POW
Participating Preferred Shares: POW.PR.E
First Preferred Shares 1986 Series: POW.PRF
First Preferred Shares, Series A: POW.PR.A
First Preferred Shares, Series B: POW.PR.B
First Preferred Shares, Series C: POW.PR.C
First Preferred Shares, Series D: POW.PR.D

Sharcholders with questions relating to the payment
of dividends, change of address and share certificates should

contact the Transier Agent.

TRANSFER AGENT AND REGISTRAR

Computershare Investor Services Inc.
1-800-564-6253 (10ll-free in Canada and the U.S)
or 514-982-7555

1500 University Street, Suite 700, Montréal, Québec, Canada H3A 358
100 University Avenue, 9ih Fleor, Toronto, Ontario, Canada M5) 2Y1
830-201 Portage Avenue, Winnipeg, Manitoba, Canada R38 3K6
510 Burrard Street, Vancouver, British Columbia, Canada V6C 389

Cating Company
Uns antraprise
généreuse

Power Corporation has been designated A Caring Company*
by Imagine, a national pragram 10 promate corporate and public
gving, volunzeering and support in the cammunity
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POWER CORPORATION OF CANADA

751 VICTQRIA SQUARE, MONTREAL, QUEBEC, CANADA H2Y 2J3
TELEPHONE 514-286-7400 FAX 514-286-7424

WWW.POWERCORPORATICN.COM
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